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SUMMARY   OF   RECOMMENDATIONS 

This  listing  serves  as  a  means  of  summarizing  the  recommendations 
contained  in  the  report  and  the  department's  response  to  them. 
The  major  issues  address  problems  concerning  investment  earnings 
and  gas  tax  distributions,  compliance  witli  appropriation  laws, 
liquor  store  audits,  posting  and  updating  receivable  balances,  and 
other  accounting    issues. 


Recommendation  #1 

The  department  distribute  all   investment 
income  earned  on   resource   indemnity  and 
coal   severance  tax  moneys   in  accordance 
with   state  law. 

Agency   Response:      Concur.      See  page  37. 

Recommendation   #2 

The  department  obtain   budget  amendments 
to  ensure  appropriations  are  spent  in 
accordance  with  state  law. 

Agency   Response:      Concur.      See  page  37. 

Recommendation   #3 
The  department: 

A.  Review   laws  and  adjust  necessary  tax 
distribution  changes   in  a  timely  manner. 

Agency   Response:      Concur.      See  page  38. 

B.  Correct  the  fiscal   year   1985-86  gaso- 
line license  tax  distribution. 

Agency   Response:      Concur.      See   page   38. 

Recommendation   #4 

The  department  establish  procedures  to  mon- 
itor and   ensure  compliance  with   state  law 
regarding   timely   deposits  of  liquor   receipts. 

Agency   Response:      Concur.      See  page  38. 
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SUMMARY   OF   RECOMMENDATIONS    (Continued) 

Page 

Recommendation  #5 

The  department  request  legislative 

change  to  record   the  liquor  licensing 

expenditures  and   revenues  in  the  same 

fund.  8 

Agency   Response:      Conditionally  Concur.      See  page  38. 

Recommendation  #6 

The  department  comply  with   state  law   re- 
quiring collection  of  corporations  lists 
from  the  Department  of  Labor  and   Industry 
or  work  with  the  Department  of  Labor  and 
Industry  to  seek   legislation  eliminat- 
ing  state  law.  9 

Agency   Response:      Concur.      See  page  39. 

Recommendation  #7 
The  department: 

A.  Establish   procedures  to  identify  and 
approve  energy-conserving   investment 
deductions  claimed  by  corporate  tax- 
payers. 9 

Agency   Response:      Conditionally  Concur.      See  page  40. 

B.  Seek  legislation,   if  necessary,   to 
change  state  law   requiring  approval 
of  the  energy-conserving   investment 

deduction.  9 

Agency   Response:      Concur.      See  page  40. 

Recommendation  #8 
The  department: 

A.       Revise  its  liquor  store  audit  proce- 
dures to  increase  detection  and   im- 
prove reporting  of  noncompliance  with 
Liquor  Division   policy.  13 

Agency   Response:      Concur.     See  page  41. 
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B.       Revise  its  audit  schedule  for  certain 

agency  stores.  13 

Agency   Response:      Concur,      See  page  11. 

Recommendation   #9 

The  department  complete  its  automation 

of  motor  fuels  tax  processing.  14 

Agency    Response:      Concur.      See  page  41  . 

Recommendation  #10 
The  department: 

A.  Establish   procedures  to  ensure   inheri- 
tance tax   receivables  are  properly 

computed  and  updated.  16 

Agency   Response:      Concur.     See  page  42. 

B.  Automate   inheritance  tax   return   processing,  16 
Agency   Response:      Concur.      See  page  42. 

Recommendation   #11 


The  department  implement  controls  to  ensure 
income  tax  transactions  are  properly   re- 
corded  in  taxpayer  files  and  accounts  on  the 
receivable  system,  17 

Agency   Response:      Concur,      See  page  42, 

Rccommendaticin   #12 

The  department  update  its   receivable  sub- 
system each  time  it   reaches  a  settlement,  17 

Agency   Response:      Concur,      See  page  43. 

Recommendation   #13 
The  department: 

A.       Correct  computer  programs  that  calcu- 
late revenue  accruals  and  deferrals,  19 

Agency   Response:      Concur.      See  page  43, 
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B.  Exclude  significant  accounts,   that 
will   not  be  collected  within  60  days, 

in  applying   its   revenue  accrual/deferral 

formula.  19 

Agency   Response:      Concur.      See  page  43. 

C.  Review   revenue  accrual  and  deferral 
transactions   for  accuracy  prior  to 
recording   them  on  the  department's 

accounting   system.  19 

Agency   Response:      Concur.      See  page  43. 

Recommendation  #14 

The  department   revise   its   policy   for 

notifying   the  data   processing   division 

of  all  terminations  and   transfers  of 

employees.  21 

Agericy   Response:      Concur.      See  page  44. 

Recommendation   #15 

The  department  comply  with   federal   re- 
quirements by   identifying   federal  equip- 
ment in   its   property   records.  22 

Agency    Response:      Concur.      See   page  44. 
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INTRODUCTION 

We  performed  a  financial-compliance  audit  of  the  Department  of 
Revenue  for  the  two  fiscal  years  ended  June  30,  1986.  The  objectives 
of  our  audit  were  to: 

(1)  determine  the  department's  compliance  with  applicable  state 
and  federal  laws  and  reg;ulations ; 

(2)  make  recommendations  for  improvement  in  the  management 
and  internal  controls  of  the  department;   and 

(3)  determine  if  the  department's  financial  schedules  present 
fairly  the  results  of  its  operations  for  the  two  fiscal  years 
ended  June  30,   1986. 

Our  office  is  currently  conducting  a  performance  audit  of  the 
Property  Assessment  Division's  appraisal  function.  We  did  not 
duplicate  audit  work  completed  by  performance  auditors;  nor  do  we 
reiterate  findings  that  will  be  discussed  in  the  performance  audit 
report . 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  costs,   if  significant,   of  implementing  recommendations. 

DEPARTMENT  ORGANIZATION  AND   FUNCTIONS 

The  department  was  created  by  the  Executive  Reorganization  Act 
of  1971.  The  department's  primary  function  is  the  uniform 
administration  of  aU  state  tax  laws.  The  legislature  authorized  the 
department  to  maintain  1,036  full-time  equivalent  employees  in  fiscal 
year  1985-86.  The  department  currently  consists  of  the  Director's 
Office  and  eight  divisions,  the  functions  of  which  are  described  as 
follows : 

Director's  Office  develops  revenue  policy;  provides  legal  counsel, 
personnel,  and  training  services;  and  supervises  and  coordinates  the 
activities  of  the  various  divisions  within  the  department. 

Centralized  Services  provides  administrative  support  services  for 
the  department.  These  services  include  accounting,  bad  debts 
collection,  cashiering,  central  mail  processing,  internal  audit  and 
management  system  review,   payroll,  and  suppUes. 


Data  Processing  provides  support  services  of  computer  systems 
development,  data  and  word  processing,  programming,  and  research  for 
the  department.  The  research  program  compiles  information,  analyzes 
data  using  statistical  methods,  forecasts  revenues  from  tax  sources, 
provides  responses  to  taxpayer  questions,  and  is  responsible  for  major 
department  publications . 

Income  Tax  administers  state  income  and  withholding  tax  law  and 
several  miscellaneous  revenue  sources  including  the  cigarette  and 
tobacco  product  taxes,  contractor's  gross  receipts  taxes,  and  state 
inheritance  taxes.  The  division  is  responsible  for  assessing  and 
collecting  these  taxes,   and  for  auditing  the  related  returns. 

Investigations  and  Enforcement  administers  the  programs  which 
investigate  Medicaid  fraud  and  enforce  child  support  obligations,  state 
liquor  code,  and  state  video  poker  laws.  Although  the  division's 
Medicaid  Bureau  has  been  eliminated,  its  functions  have  been 
incorporated  with  the  functions  of  the  division's  other  bureaus. 

Liquor  administers  the  laws  governing  the  sale,  taxation,  and 
consumption  of  distilled  spirits,  wine,  and  beer.  It  also  operates  the 
state's  Liquor  Licensing  system  and  wholesale / retail  Liquor  enterprise. 

Motor  Fuels  Tax  administers  the  laws  imposing  motor  fuels  taxes, 
which  includes  responsibility  for  coUecting  and  auditing  gasoUne ,  diesel 
fuel,   gasohol,  and  aviation  fuel  taxes. 

Natural  Resource  and  Corporation  Tax  administers  the  corporation 
license  tax  on  the  net  income  of  corporations  and  major  severance, 
gross,  and  net  proceeds  taxes  applied  to  natural  resources  such  as 
coal,   oil,   and  natural  gas. 

Property  Assessment  is  responsible  for  valuing  aU  taxable 
property  in  the  state.  The  division  is  responsible  for  assuring 
uniformity  and  equality  of  taxable  valuations  among  the  various 
counties  and  with  determining  and  apportioning  the  value  of  taxable 
property  which  crosses  county  Lines. 

STATE  COMPLIANCE 

During  the  prior  audit,  we  established  a  six-year  rotating 
schedule  to  test  compliance  with  state  laws  that  could  have  a 
significant  impact  on  the  department's  financial  schedules.  We  tested 
compliance  with  the  laws  on  this  audit's  rotation  and  compliance  with 
the  laws  with  wLiich  the  department  had  not  complied  during  the  prior 
audit.  Except  for  the  instances  of  noncompUance  identified  below,  the 
department  compUed  with  the  state  laws  tested. 


Investment  Earnings 

Sections  15-38-202(2)  and  17-5-704(2),  MCA,  and  House  Bill  500, 
Laws  of  1985,  specify  how  the  department  must  distribute  investment 
income  earned  on  the  Resource  Indemnity  and  Coal  Severance  taxes. 
These  laws  require  the  department  to  distribute  all  income  earned  on 
these  moneys  to  the  General,  Special  Revenue,  and  Nonexpendable 
Trust  Funds.  The  department  initially  deposits  investment  income  in 
the  Expendable  Trust  Fund  and  then  transfers  it  to  the  required  funds . 

In  fiscal  year  1985-86,  state  accounting  policy  changed  to  require 
each  agency  to  accrue,  at  year  end,  investment  income  earned  on 
investments  held  with  the  Board  of  Investments.  The  department 
properly  accrued  the  investment  earnings  in  the  Expendable  Trust  Fund 
at  fiscal  year  end  1985-86,  but  only  distributed  the  cash  it  had 
received  on  the  investments.  As  a  result  of  not  distributing  the 
investment  income  accrual  and  other  receivables,  transfers  out  is 
understated  and  the  June  30,  1986  fund  balance  is  overstated  in  the 
Expendable  Trust  Fund  by  $8,909,822.  Transfers  in  and  the  June  30, 
1986  fund  balance  in  the  General,  Special  Revenue,  and  Nonexpendable 
Trust  Funds  are  understated  by  $6, 084, 886;  $1,751,133;  and  $1,073,803, 
respectively. 

RECOMMENDATION  #1 

WE  RECOMMEND  THE  DEPARTMENT  DISTRIBUTE  ALL 
INVESTMENT  INCOME  EARNED  ON  RESOURCE  INDEMNITY 
AND  COAL  SEVERANCE  TAX  MONEYS  IN  ACCORDANCE 
WITH  STATE  LAW. 


Expenditure  Transfers 

During  fiscal  year  1985-86,  the  department  transferred  $85,039  of 
expenditures  for  assessors'  regular  salaries  from  one  General  Fund 
appropriation  (Property  Valuation)  to  another  (Airline  Litigation). 
House  Bill  500,  Laws  of  1985,  provides  that  the  AirUne  Litigation 
appropriation  is  a  "biennial  appropriation  to  deal  with  legal  issues 
arising    under    federal    nondiscriminatory    taxation   acts.    .    .      This 
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appropriation  may  be  used  only  for  attorney  fees,  expert  witnesses, 
and  extraordinary  expenses  associated  solely  with  resolving  disputes 
related  to  such  legal  issues." 

Department  personnel  stated  that,  in  deciding  where  to  reduce 
the  department's  General  Fund  budget  by  2%,  they  intended  to  reduce 
the  Airline  Litigation  rather  than  the  property  valuation  appropriation 
by  $85,039.  However,  when  the  department  processed  the  2%  budget 
cut  it  took  the  cuts  from  its  general  operating  cost  appropriation.  In 
order  to  spend  within  its  appropriation  limits,  the  department 
transferred  expenditures  from  one  appropriation  to  the  other  rather 
than  obtaining  a  budget  amendment.  As  a  result  of  transferring  these 
expenditures,  the  department's  accounting  records  at  fiscal  year-end 
1985-86  do  not  accurately  reflect  the  cost  of  Airline  Litigation 
separate  from  general  operating  costs  recorded  within  its  property 
valuation  program. 

Section  17-8-103(2),  MCA,  states  that  "A  condition  or  Umitation 
contained  in  an  appropriation  act  shall  govern  the  administration  and 
expenditure  of  the  appropriation  until  the  appropriation  has  been 
expended  for  the  purpose  set  forth  in  the  act  or  until  such  condition 
or  limitation  is  changed  by  a  subsequent  appropriation  act . "  Since 
House  Bill  30,  Special  Session  June  1986,  contains  the  same  restrictions 
regarding  the  Airline  Litigation  appropriation  as  House  Bill  500,  the 
transfer  of  General  Fund  expenditures  from  the  Property  Valuation 
appropriation  to  the  Airline  Litigation  appropriation  was  not  in 
accordance  with  the  conditions  of  either  appropriation  act. 

In  December  1986,  subsequent  to  our  discussions  with  the 
department ,  it  corrected  the  error  by  submitting  a  budget  amendment . 
The  budget  amendment  reduced  the  authority  in  the  Airline  Litigation 
appropriation  by  $85,039  and  increased  the  Property  Valuation 
appropriation  by  $85,039. 

RECOMMENDATION  #2 

WE  RECOMMEND  THE  DEPARTMENT  OBTAIN  BUDGET 
AMENDMENTS  TO  ENSURE  APPROPRIATIONS  ARE  SPENT 
IN  ACCORDANCE  WITH   STATE  LAW. 


Gas  Tax  Distributions 

Effective  July  1,  1985,  section  60-3-201(1),  MCA,  requires  the 
department  to  deposit  to  the  Department  of  Commerce's  aeronautics 
program  .04%  of  all  money  it  receives  from  payments  of  the  gasoline 
license  tax.  However,  the  department  deposited  .01%  in  the 
aeronautics  program  and  the  remaining  .03%  in  the  highway  program. 
Department  personnel  did  not  identify  the  law  change,  and  therefore 
did  not  change  the  distribution,  until  March  1986.  The  department  has 
not  corrected  the  distribution  for  moneys  collected  in  the  first  eight 
months  of  the  fiscal  year.  As  a  result,  the  aeronautics  program 
received  approximately  $16,000  less  and  the  highway  program 
approximately  $16,000  more  revenue  than  were  due  the  programs. 

RECOMMENDATION  #3 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  REVIEW  LAWS  AND  ADJUST  NECESSARY  TAX 
DISTRIBUTION  CHANGES  IN  A  TIMELY 
MANNER;   AND 

B.  CORRECT  THE  FISCAL  YEAR  1985-86  GASOLINE 
LICENSE  TAX  DISTRIBUTION. 


Deposits  of  Liquor  Receipts 

Section  17-6-105(6),  MCA,  requires  state  agencies  to  deposit 
collections  with  the  state  treasurer,  or  in  a  depository  approved  by 
the  state  treasurer,  each  day  when  the  accumulated  amount  of  coin 
and  currency  requiring  deposit  exceeds  $100  or  total  collections  exceed 
$500.  The  statute  also  requires  state  agencies  to  deposit  all  money 
collected  at  least  weekly.  These  requirements  were  established  to 
safeguard  receipts  and  maximize  investment  earnings  to  the  state. 

During  the  audit,  we  tested  37  randomly  selected  liquor  store 
deposits  made  during  the  audit  period.  Seven  of  these  deposits  were 
not   made   within   the  time  constraints  estabUshed  by  state  law.      For 


example,  one  store  did  not  deposit  its  Thursday  sales  of  $1,072.30  until 
the  next  Tuesday.  Additionally,  we  visited  twelve  stores  in  June  1986 
and  twenty  stores  in  June  1985.  Four  of  these  stores  did  not  deposit 
liquor  receipts  in  a  timely  manner.  Most  of  the  untimely  deposits  we 
observed  occurred  at  smaller  stores. 

Liquor  Division  personnel  monitor  incoming  sales  reports ,  but  not 
the  related  deposit  slips,  for  timeliness.  Stores  Bureau  personnel 
stated  some  deposits  may  be  late  due  to  banking  hours  in  small  towns 
and  because,  when  an  agent  or  store  manager  is  gone,  employees  may 
wait  for  the  agent  or  manager  to  return  to  make  the  deposit.  If  a 
store  is  consistently  a  day  or  two  late  in  remitting  sales  reports,  the 
division  takes  no  action.  However,  when  a  store's  sales  reports  are 
submitted  at  erratic  intervals,  the  district  supervisors  indicated  to  us 
that  they  review  deposit  sUps  for  timeliness  and  contact  the  store 
manager  or  agent  to  encourage  compliance  with  state  law. 

The  division's  procedures  for  monitoring  sales  reports  would  not 
detect  untimely  liquor  store  deposits.  The  Liquor  Division  should 
establish  procedures  to  monitor  timeliness  of  liquor  deposits,  follow  up 
on  all  untimely  deposits,  and  take  appropriate  action  to  ensure 
compliance  with  the  law. 

RECOMMENDATION  #4 

WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH 
PROCEDURES  TO  MONITOR  AND  ENSURE  COMPLIANCE 
WITH  STATE  LAW  REGARDING  TIMELY  DEPOSITS  OF 
LIQUOR  RECEIPTS. 

Liquor  Licensing 

In  accordance  with  state  law,  the  department  pays  the  expenses 
of  the  liquor  licensing  function  from  liquor  enterprise  funds  and 
deposits  the  license  revenues  in  the  General  Fund.  The  department 
collected  $1,445,442  from  Uquor  licenses  in  fiscal  year  1984-85  and 
$1,547,927  in  fiscal  year  1985-86.      The  department  spent  $529,039  in 


the  liquor  licensing  function  in  fiscal  year  1984-85  and  $493,345  in 
fiscal  year  1985-86. 

Section  17-1-102(4),  MCA,  requires  all  state  agencies  to  "input  all 
necessary  transactions.  .  .  for  which  the  agency  is  accountable  in 
accordance  with  generally  accepted  accounting  principles  ..."  (GAAP). 
GAAP  defines  an  enterprise  fund,  where  the  Liquor  operations  are 
reported,  as  one  that  accounts  for  operations  that  are  financed  and 
operated  in  a  manner  similar  to  private  business  enterprises,  where  net 
profit  is  measured.  GAAP  also  requires  that  expenditures  be  matched 
with  the  revenues  realized  as  a  result  of  incurring  those  costs. 

In  order  to  fairly  present  the  activity  of  the  Uquor  hcensing 
operation,  the  department  should  match  the  expenses  of  the  liquor 
licensing  function  with  the  revenues  generated  from  it.  The 
department  could: 

1)  seek  legislation  to  change  state  law  allowing 
license  revenues  to  be  deposited  in  the  enterprise 
fund.  The  department  could  then  transfer  the 
excess  of  license  revenue  over  expenditures  to  the 
General  Fund;   or 

2)  request  the  legislature  to  appropriate  the  funds 
for  the  licensing  function  from  the  General  Fund. 

There  would  be  no  effect  on  the  fund  balance  in  the  General  Fund 
under  either  option  for  funding  the  licensing  function.  However, 
under  GAAP  and  the  laws  in  effect  during  the  audit  period,  the 
current  method  of  accounting  for  liquor  licensing  expenditures  resulted 
in  $529,039  and  $493,345  overstatement  of  expenditures  and 
understatement  of  transfers  out  of  the  Enterprise  Fund  in  fiscal  years 
1984-85  and  1985-86,  respectively.  This  accounting  procedure 
understated  the  profit  shown  in  the  accounting  records  for  Liquor  store 
operations ,  which  distorts  the  profits  of  Liquor  store  operations 
reported  to  users  of  the  state's  accounting  system.  It  also  caused  a 
related  understatement  of  expenditures  and  transfers  in  the  General 
Fund. 


RECOMMENDATION   #5 

WE     RECOMMEND     THE     DEPARTMENT     REQUEST 

LEGISLATIVE     CHANGE    TO     RECORD     THE    LIQUOR 

LICENSING   EXPENDITURES  AND  REVENUES  IN  THE  SAME 

FUND. 


Lists  of  Corporations 

State  law  requires  the  Department  of  Revenue  to  compile  a  list 
of  all  corporations  subject  to  taxation  in  the  State  of  Montana. 
Sections  15-31-603  and  604,  MCA,  require  the  Secretary  of  State  to 
provide  the  Department  of  Revenue  with  lists  of  corporations  that 
must  file  an  annual  report,  and  the  Department  of  Labor  and  Industry 
to  provide  lists  of  corporations  subject  to  unemployment  insurance. 
State  law  also  requires  the  Department  of  Revenue  to  maintain  and 
cross-reference  these  lists  for  the  purpose  of  determining  compliance 
with  corporation  income  and  license  tax  provisions. 

The  Department  of  Revenue  does  not  receive  Lists  of  corporations 
subject  to  unemployment  insurance  from  the  Department  of  Labor  and 
Industry.  In  the  prior  report  the  Department  of  Revenue  indicated  it 
would  work  with  the  Department  of  Labor  and  Industry  to  determine 
the  feasibiUty  of  obtaining  a  useful  list  of  such  corporations.  If  such 
a  List  was  not  feasible,  department  personnel  stated  they  would  seek 
legislation  to  change  the  requirement.  During  the  current  audit. 
Department  of  Revenue  personnel  stated  that  such  a  List  from  the 
Department  of  Labor  and  Industry  would  duplicate  the  list  provided  by 
the  Secretary  of  State.  Although  there  would  be  duplicate  items,  the 
Department  of  Labor  and  Industry  may  become  aware  of  corporations 
that  have  not  filed  with  the  Secretary  of  State  through  individuals 
fiUng  unemployment  insurance  claims.  If  the  Department  of  Revenue 
believes  such  a  list  is  not  feasible  or  is  unnecessary,  it  should  work 
with  the  Department  of  Labor  and  Industry  to  seek  legislation 
eliminating  the  requirements  of  section  15-31-604,   MCA. 


RECOMMENDATION  #6 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  STATE 
LAW  REQUIRING  COLLECTION  OF  CORPORATIONS  LISTS 
FROM  THE  DEPARTMENT  OF  LABOR  AND  INDUSTRY  OR 
WORK  WITH  THE  DEPARTMENT  OF  LABOR  AND  INDUSTRY 
TO  SEEK  LEGISLATION  ELIMINATING  THE  LAW. 


Application  Form 

Section  15-32-103(2),  MCA,  requires  the  department  to  approve 
the  energy-conserving  investment  deduction  claimed  by  corporate 
taxpayers.  Section  15-32-106,  MCA,  further  requires  the  department 
to  provide  application  forms.  The  department  provides  an  application 
form  for  taxpayers;  however,  no  one  has  used  the  form.  The 
department  does  not  require  corporate  taxpayers  to  use  the  form 
because  it  treats  the  deduction  like  a  standard  business  deduction  that 
may  be  claimed  on  the  corporation's  tax  return.  Since  the  deduction 
is  not  specifically  identified  on  the  corporate  tax  return,  the 
department  does  not  know  when  corporations  claim  this  deduction.  As 
a  result,  the  department  does  not  approve  the  specific  deduction  when 
a  corporate  taxpayer  claims  it.  The  department  could  revise  its 
corporate  tax  form  to  identify  this  deduction  separately  from  the 
standard  business  deductions  or  could  require  taxpayers  to  use  the 
established  form.  This  would  enable  the  department  to  identify  when 
a  taxpayer  has  claimed  the  energy- conserving  deduction. 

RECOMMENDATION  #7 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  ESTABLISH  PROCEDURES  TO  IDENTIFY  AND 
APPROVE  ENERGY-CONSERVING  INVESTMENT 
DEDUCTIONS  CLAIMED  BY  CORPORATE 
TAXPAYERS. 

B.  SEEK  LEGISLATION,  IF  NECESSARY,  TO  CHANGE 
STATE  LAW  REQUIRING  APPROVAL  OF  THE 
ENERGY-CONSERVING  INVESTMENT  DEDUCTION. 


LIQUOR   STORE  AUDITS 

In  fiscal  year  1985-86,  the  department  generated  $47,530,000  of 
revenue  from  sales  and  taxes  on  Liquor  stock,  expended  $33,230,000, 
and  transferred  profits  of  $4,500,000  to  the  General  and  Special 
Revenue  Funds.  As  of  June  30,  1986,  the  department's  Liquor  Division 
supervised  operations  of  53  state  stores  and  81  agency  stores. 

Three  internal  auditors  in  the  Centralized  Services  Division  audit 
state  stores  annually  and  agency  stores  semi-annually,  if  personnel  and 
resources  are  available  in  accordance  with  department  pohcy.  Since 
agents  are  financially  responsible  for  shortages ,  regardless  of  whether 
or  not  they  followed  state  hquor  policy,  the  auditors  compute  the 
shortages  agents  owe  the  state  or  overages  the  state  owes  the  agent. 
The  auditors  determine  if  state  stores  are  complying  with  department 
policy. 

We  reviewed  five  liquor  store  audits  performed  during  fiscal  year 
1984-85  and  five  performed  during  fiscal  year  1985-86.  The  auditor 
had  not  completed  steps  on  the  audit  program  for  one  of  the  fiscal 
year  1984-85  audits  we  reviewed.  Two  of  the  five  fiscal  year  1985-86 
audits  we  reviewed  contained  audit  steps  where  no  documentation 
existed  as  to  whether  the  department  performed  the  audit  procedures. 

In  addition  to  reviewing  hquor  store  audits,  we  visited  various 
liquor  stores  in  June  1985  and  1986.  During  these  store  visits,  we 
noted  problems  regarding  stock  prices,  sales  reporting,  record 
maintenance,  and  physical  safeguards  which  the  department's  auditors 
should  have  detected  and  did  not. 

Prices 

The  hquor  audit  programs  require  the  department's  auditors  to 
compare  prices  charged  for  a  sample  of  stock  at  each  store  to  the 
current  price  list.  Typically,  the  auditors  document  that  10  percent  of 
the  inventory  was  examined  and  no  exceptions  were  noted.  However, 
they  do  not  document  which  items  were  tested,   the  price  charged  for 
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each   item   tested,    nor   the   price   on   the   current  price   list  for  each 
item. 

Although  the  department's  internal  auditors  have  noted  no 
problems  while  performing  this  test,  we  found  that  seven  of  the  ten 
state  stores  we  visited  in  June  1986  were  charging  the  incorrect  price 
on  one  or  more  of  the  50  liquor  stock  items  we  tested.  Five  of  the 
nine  incorrect  prices  resulted  when  stores  continued  to  sell  products 
at  regular,  rather  than  sale,  prices.  The  other  four  incorrect  prices 
resulted  from  price  marking  errors.  Liquor  Division  policy  requires 
liquor  stores  to  charge  the  price  established  by  the  Liquor  Division  for 
each  stock  item. 

Sales  Reporting  and  Record  Maintenance 

Although  the  department's  internal  auditors  did  not  detect 
noncompliance  with  Liquor  Division's  policies  concerning  sales 
reporting  and  records  maintenance,  we  noted  several  instances  of 
noncompliance.  For  example,  we  found  stores  that  had  thrown  away 
or  could  not  locate  sales  records;  did  not  prepare  sales  reports  daily; 
could  not  agree  cash  register  tapes  to  the  related  sales  reports;  and 
did  not  properly  report  overages  and  shortages  on  the  sales  reports. 
The  liquor  store  procedural  audit  program  requires  auditors  to  review 
sales  reports,  deposit  sUps,  and  cash  register  tapes  from  the  two  week 
period  prior  to  the  audit  date.  Since  the  auditors  give  agents  and 
store  managers  two  weeks  notice  prior  to  performing  an  audit,  they 
should  select  samples  from  the  period  prior  to  notification  of  the 
audit.  This  would  provide  a  representative  sample  of  the  procedures 
used  by  the  stores  throughout  the  audit  period  and  eliminate  the 
chance  of  the  stores  changing  their  procedures  during  the  two  week 
period  subsequent  to  notification.  In  addition,  they  should  consider 
performing  reviews  of  agency  store  procedures. 

We  also  found  two  stores  reported  no  sales  on  days  that  the 
stores  had  sales  but  did  not  make  a  deposit.  When  the  stores 
deposited  the  money,  store  personnel  reported  the  related  sales  as  if 
the  sales  had  all  occurred  on  the  day  of  deposit.     The  internal  audit 
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program    does    not    include    procedures    to    detect    this    type    of 
noncompliance  with  department  and  state  policy. 

Physical  Safeguards 

During  our  visits  to  liquor  stores  we  noted  problems  with 
physical  security  and  safeguards  against  stock  theft,  specifically 
regarding  access  to  liquor  storerooms.  For  example,  two  of  the 
twenty  stores  we  visited  in  June  1985  left  the  outside  door  to  the 
stockroom  open  or  only  used  a  screen  door  to  prevent  access. 
Although  the  department's  audit  program  includes  a  step  requiring  the 
auditors  to  determine  if  merchandise  is  adequately  controlled  against 
shortage  and  breakage,  it  is  a  general  step  requiring  only  a  "yes"  or 
"no"  response. 

Summary 

Because  the  department's  internal  audit  procedures  were  not 
adequate  to  identify  significant  problems  at  Uquor  stores,  the  internal 
auditors  did  not  identify  or  report  some  problems  to  Liquor  Division 
personnel.  Consequently,  liquor  store  audits  are  not  as  effective  a 
management  tool  as  they  could  be. 

According  to  CentraUzed  Services  Division  personnel.  Liquor 
auditors  spend  most  of  their  time  maintaining  a  schedule  of  semi- 
annual agency  store  and  annual  state  store  audits ,  so  they  do  not  have 
the  manpower  to  do  a  more  in-depth  review  of  procedures  at  state 
stores  or  to  review  procedures  at  agency  stores .  The  department 
should  consider  performing  agency  audits  annually,  rather  than  semi- 
annually, for  stores  that  meet  certain  criteria  (e.g.,  those  stores  that 
have  operated  with  the  same  agent  and  with  no  more  than  an 
established  amount  of  overages  or  shortages  for  a  specified  period  of 
time,  etc. ) .  Liquor  auditors  should  also  revise  their  liquor  store  audit 
procedures  to  increase  detection  of  noncomphance  with  department 
poUcy. 
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RECOMMENDATION  #8 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  REVISE  ITS  LIQUOR  STORE  AUDIT  PROCEDURES  TO 
INCREASE  DETECTION  AND  IMPROVE  REPORTING  OF 
NONCOMPLIANCE  WITH  LIQUOR  DIVISION  POLICY;   AND 

B.  REVISE  ITS  AUDIT  SCHEDULE  FOR  CERTAIN  AGENCY 
STORES. 

ACCOUNTS  RECEIVABLE 

The  department  maintains  a  manual  or  automated  accounts 
receivable  subsystem  as  its  detail  ledger  of  individual  accounts 
receivable  for  each  tax  type.  The  automated  subsystems  post 
receivable  transactions,  generate  statements  of  account  balances, 
compute  interest  for  receivables  when  statements  are  generated,  and 
age  receivables.  The  automated  systems  provide  more  useful  and 
timely  information  for  the  personnel  which  use  them  than  the  manual 
receivable  systems  used  by  motor  fuels  and  inheritance  tax  personnel. 
Additionally,  manually  posting  receivable  transactions  and  reconciling 
receivable  balances  is  a  cumbersome  and  time-consuming  process. 

During  our  audit  of  the  department's  major  accounts  receivable 
subsystems,  we  noted  problems  related  to  untimely  and  improper 
updating  of  receivable  records ,  improperly  computed  receivable 
balances,  unrecorded  receivables,  and  automated  receivable  system 
functions.  These  issues,  most  of  which  were  also  noted  in  the 
previous  audit  report,  are  discussed  in  the  following  sections  of  this 
report . 

Motor  Fuels 

During  our  audit  period,  the  Motor  Fuels  Tax  Division  maintained 
a  ledger  card  system  to  account  for  amounts  due  from  600  diesel 
dealers,  who  must  file  monthly  returns,  and  12,500  diesel  users,  who 
must  file  quarterly  returns.  Annually,  Motor  Fuels  Division  personnel 
manually  post  approximately  57,000  accounts  receivable,  interest,  and 
penalty  transactions  to  over  13,000  individual  diesel  dealer  and  user 
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ledger  cards.  During  the  audit  period,  the  division  was  four  to  six 
months  behind  in  posting  transactions.  Additionally,  the  division  did 
not  have  general  ledger  control  to  ensure  the  account  balances  at 
June  30  each  year  were  properly  added  and  posted  to  the  state's 
accounting  system. 

Once  all  the  transactions  had  been  posted  for  a  month  or  a 
quarter,  division  personnel  reviewed  the  ledger  cards  and  sent 
statements  to  those  dealers  and  users  owing  the  state  additional  diesel 
tax,  penalties,  or  interest.  Since  the  division  was  behind  in  posting 
transactions,  it  did  not  identify  and  assess  non-filing  taxpayers  and 
send  statements  notifying  taxpayers  of  additional  taxes ,  penalties ,  and 
interest  in  a  timely  manner.  Posting  transactions  in  a  timely  manner 
would  enable  division  personnel  to  identify  and  assess  non-filing  diesel 
taxpayers  more  quickly.  This,  in  turn,  would  increase  the  timeliness 
of  collections  on  diesel  tax  accounts  and  generate  more  investment 
earnings  for  the  state. 

Division  personnel  have  started  to  implement  an  automated  system 
for  motor  fuels  records .  Department  officials  indicated  the  system  will 
be  completely  operational  by  June  30,   1987. 

RECOMMENDATION  #9 

WE     RECOMMEND     THE     DEPARTMENT     COMPLETE     ITS 

AUTOMAT ATION  OF     MOTOR  FUELS  TAX  PROCESSING. 


Inheritance  Tax 

Department  personnel  also  maintain  a  manual  ledger  system  for 
inheritance  tax  receivables.  We  noted  problems  with  the  division's 
posting  procedures  and  untimely  updating  of  interest  computations. 
During  the  audit,  we  found  eight  incorrect  inheritance  tax  receivable 
balances  out  of  the  26  balances  tested.  These  errors  resulted  in  a 
$134,408  overstatement  of  General  Fund  receivables  at  June  30,  1985 
and  a  $24,038  understatement  of  General  Fund  receivables  at  June  30, 
1986.     The  following  table  summarizes  the  exceptions  we  found. 
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Summary  of  Exceptions 

Number  of 

Exceptions  Reason 

3  out  of  8  amount  owed  incorrectly  computed 

5  out  of  8  amount  owed  had  been  paid  and  the  receivable  ledger 

cards  had  not  been  updated.  Of  these  five,  two 
occurred  when  a  taxpayer  made  a  deposit  prior  to 
June  30  and  the  department  did  not  apply  it  against 
the  amount  due.  The  other  three  occurred  because 
inheritance  tax  personnel  had  updated  individuals'  tax 
files,  but  had  not  posted  the  payment  to  the 
receivable  tax  ledger  card. 

Source:      Compiled  by  the  Office  of  the  Legislative  Auditor 

Department  personnel  cited  human  error  as  the  cause  of  most  of 
these  errors,  and  stated  there  had  been  turnover  in  personnel  during 
the  periods  the  errors  were  made.  Department  personnel  also  noted 
they  compare  the  individuals'  tax  files  to  the  receivable  tax  ledger 
cards  twice  a  year.  However,  since  tax  files  are  vaulted  once  the  file 
indicates  the  tax  is  paid,  and  since  the  department  does  not  compare 
the  receivable  tax  ledger  cards  to  the  individuals'  files,  it  would  not 
detect  errors  in  tax  ledger  cards  where  the  file  had  been  vaulted.  As 
a  result,  they  had  not  detected  the  three  invalid  balances  we  found  in 
the  records  at  June  30,   1986. 

Because  it  is  time-consuming,  department  personnel  do  not 
compute  interest  or  post  the  amount  of  interest  due  on  an  inheritance 
tax  receivable  to  the  ledger  card  until  a  payment  is  made.  We 
estimated  that  accounts  receivable,  deferred  revenue,  revenue,  and 
allowance  for  doubtful  accounts  were  understated  in  the  General  Fund 
by  $428,000,  $299,300,  $124,400,  and  $4,300,  respectively  at  June  30, 
1986.  This  omission  also  resulted  in  a  $124,400  understatement  of  the 
June  30,  1986  fund  balance  in  the  state's  General  Fund.  The 
department  should  incorporate  inheritance  tax  receivables  in  its 
automated  receivable  system  so  interest  can  be  more  efficiently 
calculated  for  each  account. 
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To  prevent  posting  errors  in  the  future,  the  department  should 
establish  procedures  to  ensure  new  personnel  are  properly  trained  and 
supervised.  The  department  should  also  establish  procedures  to  ensure 
accounts  are  properly  updated,  so  personnel  do  not  attempt  to  collect 
accounts  that  have  already  been  paid.  While  establishing  these 
procedures,  the  department  should  automate  inheritance  tax  return 
processing  to  prevent  calculation  errors. 

RECOMMENDATION  #10 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  ESTABLISH  PROCEDURES  TO  ENSURE  INHERITANCE  TAX 
RECEIVABLES  ARE  PROPERLY  COMPUTED  AND  UPDATED; 
AND 

B.  AUTOMATE  INHERITANCE  TAX  RETURN  PROCESSING. 


Income  Tax 

We  tested  15  Income  Tax  receivable  balances  that  were  on  the 
department's  records  at  June  30,  1986.  For  three  of  the  balances 
tested,  either  the  taxpayer's  file,  the  receivable  subsystem,  or  both 
had  not  been  properly  credited  for  payments  the  department  received. 
Department  personnel  stated  these  posting  mistakes  resulted  from 
human  error.  For  example,  personnel  credited  a  payment  to  the  wrong 
taxpayer's  account  because  there  were  two  taxpayers  with  the  same 
name.  Although  the  taxpayer  did  not  include  his  social  security 
number  with  his  payment ,  division  personnel  could  have  prevented  this 
error  by  comparing  social  security  numbers  between  the  taxpayer  file 
and  the  account  receivable  subsystem  when  posting  the  payment. 

Individual  accounts  on  the  receivable  system  and  taxpayers'  files 
should  accurately  reflect  the  amount  owed,  so  the  department  can 
attempt  collection  for  all  amounts  owed  and  prevent  collection  efforts 
for  amounts  that  have  been  paid.  The  department  should  implement 
controls  to  ensure  account  transactions  are  properly  recorded  to 
improve  management  information  and  enhance  collection  efforts. 
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Department  personnel  stated  they  plan  to  provide  on-line  access 
in  the  cashiering  area  when  the  department's  receivable  system  update 
Is  completed.  This  will  enable  the  cashiers  to  compare  incoming 
documents  with  individual  files  and  ensure  the  correct  files  are 
credited. 

RECOMMENDATION  #11 

WE  RECOMMEND  THE  DEPARTMENT  IMPLEMENT  CONTROLS  TO 
ENSURE  INCOME  TAX  TRANSACTIONS  ARE  PROPERLY 
RECORDED  IN  TAXPAYER  FILES  AND  ACCOUNTS  ON  THE 
RECEIVABLE  SYSTEM. 


Corporation  Tax 

In  February  1986,  the  department  reached  a  $1,586,000  negotiated 
settlement  with  a  corporate  taxpayer  for  Resource  Indemnity  Trust  and 
Metal  Mines  taxes.  The  taxpayer  agreed  to  pay  the  state  in  four 
installments  over  a  period  of  seven  years.  The  department  did  not 
record  the  receivable  in  its  accounting  records  until  September  1986, 
when  we  notified  Natural  Resources  and  Corporation  Tax  Division 
personnel  of  the  omission.  Consequently,  the  department  understated 
accounts  receivable  and  deferred  revenue  in  the  General  and 
Nonexpendable  Trust  Funds  by  $1,176,812,  and  $409,188,  respectively, 
at  June  30,    1986. 

Division  personnel  stated  they  did  not  record  the  receivable  on 
the  division's  subsystem  because  it  was  not  immediately  due,  and 
because  the  settlement  was  made  by  the  department's  Office  of  Legal 
Affairs  instead  of  division  personnel.  Generally  accepted  accounting 
principles  and  state  accounting  policy  require  that  receivables  be 
recorded  when  the  amount  is  known  and  collection  is  reasonably 
certain . 

RECOMMENDATION  #12 

WE    RECOMMEND    THE   DEPARTMENT   UPDATE   ITS   RECEIVABLE 

SUBSYSTEM  EACH  TIME   IT   REACHES  A  SETTLEMENT. 
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ACCOUNTING   ISSUES 

As  a  result  of  the  following  accounting  issues  and  the  Investment 
Earnings  issue  discussed  on  pages  14,  18,  19,  and  3  of  this  report,  the 
fund  balance  in  the  state's  General  Fund  was  understated  by 
approximately  $1,034,000  at  June  30,  1985  and  $4,899,000  at  June  30, 
1986. 

Revenue  Deferral  Computation 

Generally  accepted  accounting  principles  and  state  accounting 
policy,  for  governmental  funds,  require  revenues  be  recorded  when 
measurable  and  available  to  finance  Uabilities  of  the  current  period. 
If  revenues  are  not  available  to  finance  liabilities  of  the  current 
period,  accounting  principles  and  state  policy  require  recognition  of 
the  revenue  be  deferred.  Department  personnel  have  defined  as 
available  the  portion  of  the  June  30  receivable  balance  it  will  collect 
within  60  days. 

At  fiscal  year-end  1984-85  and  1985-86,  department  personnel 
computed  the  average  quarterly  (90-day)  collection  percentage  and 
multipUed  it  by  2/3  to  get  the  average  60-day  collection  percentage 
for  inheritance  tax  receivables.  Department  personnel  improperly 
coded  the  computer  program  that  estimates  the  amount  of  revenue  to 
recognize.  The  program  appUed  the  90,  rather  than  the  60-day 
percentage  against  the  receivable  balance  of  $5,463,065.  Two  of  the 
accounts  at  June  30,  1986,  represented  $1,775,287  of  the  total  balance. 
Since  these  accounts  were  less  than  16  months  old  at  June  30,  1986, 
and  heirs  have  18  months  to  pay  the  tax,  it  is  unUkely  these  accounts 
would  be  collected  within  60  days.  Therefore,  department  personnel 
should  have  excluded  these  significant  accounts  from  its  formula.  This 
error  resulted  in  an  understatement  of  deferred  revenue  and  an 
overstatement  of  revenue  and  fund  balance  in  the  General  Fund  of 
$565,900  and  $1,309,700  at  June  30,    1985  and  1986,   respectively. 

At  fiscal  year-end  1985-86,  the  individual  recording  the  university 
millage  receivable  recorded  deferred  revenue ,  rather  than  revenue ,  for 
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the  amount  of  the  receivable  balance  he  estimated  the  department 
would  collect  within  60  days.  As  a  result,  the  department  overstated 
revenue  and  fund  balance  and  understated  deferred  revenue  in  the 
Special  Revenue  Fund  by  $179,700  at  June  30,    1986. 

Centralized  Services  Division  personnel  should  review  transactions 
to  accrue  and  defer  revenue  more  carefully  to  ensure  they  are 
properly  calculated  and  recorded .  Centralized  Services  Division  should 
also  correct  the  coding  on  the  computer  program  that  calculates  the 
amount  of  the  inheritance  tax  receivable  balance  to  offset  against 
revenue. 

RECOMMENDATION   #13 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  CORRECT  COMPUTER  PROGRAMS  THAT  CALCULATE 
REVENUE  ACCRUALS  AND  DEFERRALS; 

B.  EXCLUDE  SIGNIFICANT  ACCOUNTS,  THAT  WILL  NOT  BE 
COLLECTED  WITHIN  60  DAYS,  IN  APPLYING  ITS  REVENUE 
ACCRUAL/ DEFERRAL  FORMULA;   AND 

C.  REVIEW  REVENUE  ACCRUAL  AND  DEFERRAL 
TRANSACTIONS  FOR  ACCURACY  PRIOR  TO  RECORDING 
THEM  ON  THE  DEPARTMENT'S  ACCOUNTING  SYSTEM. 


Oil  and  Gas  Severance  Tax  Distribution  Accrual 

Section  15-36-112,  MCA,  requires  the  department  to  distribute  to 
each  county  oil  and  gas  severance  taxes  collected  from  within  that 
county  for  any  fiscal  year  as  a  result  of  increased  production. 
Section  15-36-102,  MCA,  requires  oil  and  gas  producers  to  pay 
severance  taxes  within  60  days  after  the  quarters  ending  March  31, 
June  30,    September  30,   and  December  31. 

Because  the  returns  for  the  quarter  ending  June  30  are  not  due 
until  August  29  each  year,  the  department  cannot  determine  the  actual 
amount  of  oil  and  gas  severance  taxes  due  to  the  counties  for 
increased  production  in  one  fiscal  year  until  the  next  fiscal  year. 
Prior  to  fiscal  year  1985-86,  the  department  estimated  and  accrued  an 
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expenditure  at  each  fiscal  year-end  for  the  amount  of  oil  and  gas 
severance  taxes  it  would  distribute  to  the  counties  in  the  next  fiscal 
year. 

Generally  accepted  accounting  principles  require  these  taxes  be 
recognized  as  revenue  when  the  return  is  received.  Consequently,  the 
department  recognizes  severance  tax  revenue  for  the  quarter  ending 
June  30  in  the  next  fiscal  year.  Since  the  department  has  no  liability 
to  distribute  severance  tax  revenues  due  to  increased  production  until 
a  tax  return  is  filed ,  the  department  should  only  accrue  an  expenditure 
at  fiscal  year-end  for  production  increases  known  to  exist  at  June  30. 
The  department  could  determine  if  an  accrual  at  year-end  was 
necessary  by  comparing  total  production  reported  by  June  30  of  the 
current  fiscal  year  to  total  production  for  the  prior  fiscal  year. 

We  reviewed  the  accrual  for  fiscal  year-end  1984-85  and 
determined  the  estimate  of  $1,600,000  was  not  adequately  supported. 
Because  the  department  had  no  significant  UabiUty  at  fiscal  year-end 
1984-85  to  distribute  these  severance  taxes  to  the  counties,  the  state's 
General  Fund  balance  was  understated  by  $1,600,000  at  June  30,  1985. 
Because  the  department  corrected  its  procedures  at  fiscal  year-end 
1985-86,   we  make  no  recommendation. 

COMPUTER  ACCESS 

We  tested  a  sample  of  eight  user  identification  numbers  where 
the  employee  had  either  transferred  to  another  division  within  the 
department  or  had  terminated  employment  with  the  department.  Of 
the  eight  tested,  we  found  six  instances  where  the  individuals  still  had 
access  to  the  department's  computer  files  after  they  no  longer  were 
employed  by  a  particular  division.  Of  the  six  instances,  the 
department  did  not  cancel  access  for  three  terminated  employees  until 
two  months  from  the  termination  date.  The  department  did  not  cancel 
access  for  three  transferred  employees  until  at  least  two  weeks  after 
the  transfer  date.  Even  though  none  of  these  individuals  gained 
access  to  files  after  they  terminated,  active  numbers  provide  an 
opportunity  for  ex-employees  to  change,  alter  or  destroy  programs  and 
data. 
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According  to  department  policy,  the  user  division  must  notify  the 
Data  Processing  Division  when  an  employee  terminates  employment 
from  that  division  so  the  identification  number  can  be  suspended  and 
access  to  the  data  files  be  terminated.  The  two  user  divisions  did  not 
notify  the  Data  Processing  Division  due  to  an  oversight.  To  prevent 
future  oversights  and  ensure  the  Data  Processing  Division  is  notified 
of  all  required  changes,  the  department  could  change  its  pohcy  to 
require  the  Director's  Office  of  Personnel  and  Training  to  notify  data 
processing  of  all  transfers  and  terminations.  This  office  is  aware  of 
all  transfers  and  terminations. 

RECOMMENDATION  #14 

WE  RECOMMEND  THE  DEPARTMENT  REVISE  ITS  POLICY  FOR 
NOTIFYING  THE  DATA  PROCESSING  DIVISION  OF  ALL 
TERMINATIONS  AND  TRANSFERS  OF  EMPLOYEES. 


FEDERAL  COMPLIANCE 

The  department  does  not  identify  property  purchased  with  federal 
Child  Support  (federal  catalog  #13.679),  Medicaid  Fraud  (13.775), 
Welfare  Fraud  (13.808),  and  Royalty  Audit  Contract  funds  in 
accordance  with  federal  regulations.  Attachment  N  of  Office  of 
Management  and  Budget  "Circular  A-102"  requires  property  purchased 
with  federal  funds  be  identified  as  such  on  the  property  records.  It  is 
important  for  the  department  to  identify  equipment  purchased  with 
federal  funds  because  when  it  sells,  or  no  longer  needs,  equipment 
with  an  acquisition  cost  of  $1,000  or  more,  the  department  must 
reimburse  the  federal  government  for  a  portion  of  the  proceeds  it 
receives , 

Department  personnel  indicated  the  property  is  not  identified  on 
the  property  records  as  being  purchased  with  federal  funds  because 
the  equipment  is  purchased  with  state  and  federal  funds  and  the  type 
of  equipment  purchased  depreciates  significantly.  If  the  department 
sold  these  items,  the  market  or  salvage  value  would  not  exceed  the 
amount   the   state   is   allowed   to   retain  for  administrative   costs  and, 
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therefore,  no  reimbursement  would  be  due  the  federal  government. 
However,  to  ensure  compliance  with  federal  regulations,  the 
department  should  identify  items  purchased  with  federal  funds  in  its 
accounting  records. 

RECOMMENDATION   #15 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  FEDERAL 
REQUIREMENTS  BY  IDENTIFYING  FEDERAL  EQUIPMENT  IN  ITS 
PROPERTY   RECORDS. 


PRIOR  AUDIT  RECOMMENDATIONS 

We  performed  a  financial-compliance  audit  of  the  department  for 
the  two  fiscal  years  ended  June  30,  1984.  The  report  contained  17 
recommendations  still  applicable  to  the  department.  Of  these  17 
recommendations,  the  department  implemented  or  partially  implemented 
16  and  did  not  implement  one.  The  one  recommendation  not 
implemented  concerns  complying  with  state  law  requiring  the 
department  to  obtain  lists  of  corporations  from  the  Department  of 
Labor  and  Industry  to  determine  compliance  with  corporation  income 
and  license  tax  provisions.     This  concern  is  discussed  on  page  8. 
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AUDITOR'S  OPINION    LETTER  AND  AGENCY   FINANCIAL  SCHEDULES 


SUMMARY  OF  AUDIT  OPINION 

The  financial  schedules  are  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  without  adjustments  for  errors  noted 
during  the  audit.  The  auditor's  opinion  issued  in  this  report  is 
intended  to  convey  to  the  reader  of  the  financial  schedules  the  degree 
of  reUance  that  can  be  placed  on  the  amounts  presented. 

The  qualified  opinion  on  the  Schedule  of  Changes  in  Fund 
Balances  for  the  two  fiscal  years  ended  June  30,  1986,  the  Schedule  of 
Budgeted  Revenue  and  Transfers  In  -  Estimate  and  Actual,  and  the 
Schedule  of  Budgeted  Program  Expenditures  and  Transfers  Out  by 
Object  and  Fund  for  the  fiscal  year  1985-86  presented  means  the 
reader  of  the  financial  schedules  should  be  cautious  when  using  this 
financial  information.  These  schedules  are  misstated  for  the  reason 
described  in  paragraph  three  of  the  opinion  letter. 

The  unqualified  opinion  on  the  fiscal  year  1984-85  Schedule  of 
Budgeted  Revenue  and  Transfers  In  -  Estimate  and  Actual  and  the 
Schedule  of  Budgeted  Program  Expenditures  and  Transfers  Out  by 
Object  and  Fund  presented  means  the  reader  of  the  financial  schedules 
may  rely  on  the  fairness  of  the  information  presented. 

Readers  of  the  presented  financial  schedules  should  be  aware  of 
the  department's  changes  in  accounting  policies  discussed  in  Note  IC 
on  page  31. 


STATE  OF  MONTANA 


SCOTTA.  SEACAT 

LEGISLATIVE  AUDITOR 


^ititt  ixt  iht  '^t^isiniiixt:  ^uhitxxx 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 
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JAMES  GILLETT 

FINANCIAL  COMPLIANCE  AUDITS 

JIM  PELLEGRINI 

PERFORMANCE  AUDITS 

LEGAL  COUNSEL: 

JOHN  W.  NORTHEY 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  financial  schedules  of  the  Department  of 
Revenue  for  each  of  the  two  fiscal  years  ended  June  30,  1985  and 
1986,  as  shown  on  pages  25  through  35.  Our  examination  was  made  in 
accordance  with  generally  accepted  auditing  standards  and,  accordingly, 
included  such  tests  of  the  accounting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  in  the  circumstances. 

As  described  in  Note  1  to  the  financial  schedules,  the 
departments 's  financial  schedules  are  prepared  in  accordance  with  state 
accounting  policy.  Accordingly,  the  accompanying  financial  schedules 
are  not  intended  to  present  financial  position  and  results  of  operations 
in  conformity  with  generally  accepted  accounting  principles. 

State  law  requires  the  department  to  distribute  all  investment 
income  earned  on  Resource  Indemnity  and  Coal  Severance  taxes. 
During  fiscal  year  1985-86,  the  department  failed  to  distribute  the 
investment  income  accrual  and  other  receivables.  As  a  result, 
transfers  out  of  the  Expendable  Trust  Fund,  and  transfers  in  to  the 
General,  Special  Revenue,  and  Nonexpendable  Trust  Funds  are 
understated  by  $8,909,822;  $6,084,886;  $1,751,133;  and  $1,073,803, 
respectively. 

In  our  opinion,  except  for  the  effect  of  the  matter  discussed  in 
paragraph  three,   the  Schedule  of  Changes  in  Fund  Balances  for  the 
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two  fiscal  years  ended  June  30,  1986,  and  the  Schedule  of  Budgeted 
Revenue  and  Transfers  In  -  Estimate  and  Actual  and  the  Schedule  of 
Budgeted  Program  Expenditures  and  Transfers  Out  by  Object  and  Fund 
present  fairly  the  results  of  operations  of  the  Department  of  Revenue 
for  the  fiscal  year  ending  June  30,  1986,  in  conformity  with  the  basis 
of  accounting  described  in  Note  1 ,  which  except  for  the  changes ,  with 
which  we  concur,  described  in  Note  IC  to  the  financial  schedules, 
have  been  applied  on  a  consistent  basis. 

In  our  opinion,  the  Schedule  of  Budgeted  Revenue  and  Transfers 
In  -  Estimate  and  Actual  and  the  Schedule  of  Budgeted  Program 
Expenditures  and  Transfers  Out  by  Object  and  Fund  present  fairly  the 
results  of  operations  of  the  Department  of  Revenue  for  the  fiscal  year 
ending  June  30,  1985,  in  conformity  with  the  basis  of  accounting 
described  in  Note  1,  which  except  for  the  changes,  with  which  we 
concur,  described  in  Note  IC  to  the  financial  schedules,  have  been 
appUed  on  a  consistent  basis. 

Respectfully  submitted. 


James  Gillett,   CPA 
Deputy  Legislative  Auditor 


September  17,    1986 
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FUND  BALANCE: 

ADDITIONS 

Fiscal  Year  1 
Budgeted  Rev 
Nonbudgeted 
Prior  Year  R 

Fiscal  Year  1 

Budgeted  Rev 

Nonbudgeted 

Prior  Year  R 

Total  Add 

REDUCTIONS 
Fiscal  Year  1 
Budgeted  Exp 
Nonbudgeted 
Cash  Transfe 
Prior  Year  E 
Nonbudgeted 

Adjustments 
Direct  Entri 
Support  to  S 
Fiscal  Y'ear  1 
Budgeted  Exp 
Nonbudgeted 

Transfers  0 
Cash  Transfe 
Prior  Year  E| 
Nonbudgeted 
Adjustment 
Direct  Entri 
Support  to  S 
Total  Red 

FUND  BALANCE 


This  schedule 
schedules  on 


FUND  BALANCE:  July  1,  198A 


DEPARTMENT  OF  REVENUE 


FOR 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 
THE  TWO  FISCAL  YEARS  ENDED  JUNE  30,  1986 

Enterprise 
Fund 

Expendable 
Trust  Fund 

$     -0- 

General  Fund 

$- 

Special 

Revenue 

Fund 

303,579 

Debt  Service 
Fund 

Capital 
Projects 
Fund 

$   140,706 

Nonexpendable 
Trust  Fund 

-0- 

$    (1A6,637) 

$  7,999,918 

$247,316,250 

ADDITIONS 

Fiscal  Year  1984-85 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers 
Prior  Year  Revenue  Adjustments 

Fiscal  Year  1985-86 
Budgeted  Revenue  h   Transfers  In 
Nonbudgeted  Revenue  &  Transfers 
Prior  Year  Revenue  Adjustments 
Total  Additions 


In 


In 


f262,532,798 

254,471 

35,748 

254,500,109 
373,984 
130,981 

517,828,091 


$208,120,394  $  38,598,785 

(822,406)  11,948,595 

2,379,218  33,280 

198,872,513  78,656,130 

157,370  (114,861) 

(58,158)  7,819 


$2,684,364 

(55,624) 
19,103 

2,534,186 
(9,655) 


408,648,931    129,129,748 


54,119,849 
219,136 
(30,722) 

22,338,256 
31,568,590 
(18,068) 
5,172,374    95,683,990    53,746,523    108,197.041 


$48,125,811 

25,034 

958 

47,459,766 

72,440   $45,307,071 
(J_9)    8,439,452 


REDUCTIONS 

Fiscal  Year  1984-85 

Budgeted  Expenditures  &  Transfers  Out    19, 

Nonbudgeted  Expenditures  &  Transfers  Out 

Cash  Transfer 

Prior  Year  Expenditure  Adjustments 

Nonbudgeted  Prior  Year  Expenditure 
Adjustments 

Direct  Entries  to  Fund  Balance 

Support  to  State  of  Montana  242, 

Fiscal  Year  1985-86 

Budgeted  Expenditures  &  Transfers  Out    18, 

Nonbudgeted  Expenditures  & 
Transfers  Out 

Cash  Transfer 

Prior  Year  Expenditure  Adjustments 

Nonbudgeted  Prior  Year  Expenditure 
Adjustment 

Direct  Entries  To  Fund  Balance 

Support  to  State  Of  Montana 
Total  Reductions 


418,178 
713,148 

691,691 
841,523 


1,594,200 


234,569,351 
517,828,091 


9,839,461 

948,813 
197,395,051     49,915.135 
(34,028) 


(582) 


14,101.290 


183,423.382 
(9,297) 


458,744 


30,363,057 
46,942,319 


FUND  BALANCE:  June  30,  1986 


405,174,021    128.169,324 
$   3.778.489   $    813.787 


2,715,831 


2,535,690 


5.252.521 
i        61,559 


48,207.554 
69.512 

15,370 

(82,752) 
3,054 


45.344.719 

1,961,572 

5,330 

303,738 


44,836,701 


95,828,097    44,836,701 
i   7.855.811   $  8.909.822 


9.532,911 


137,571 
9,167,331 


(820,837) 
18,016,976 
$337.496.315 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes  to  the  financial 
schedules  on  pages  30  through  35. 
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GENERAL  FUND 

Estimated  R 

Actual  Reve 

Collections 

(Under)  E 

SPECIAL  REVE 

Estimated  R 

Actual  Reve 

Collections 

(Under)  E 


DEBT  SERVICE 

Estimated  R 

Actual  Reve 

Collections 

(Under) 


^ 


CAPITAL  PROJ 

Estimated  R 

Actual  Reve 

Collections 

(Under)  E 

ENTERPRISE  F 

Estimated  R 

Actual  Reve: 

Collections 

(Under)  E 

NONEXPENDABL. 

Estimated  Ri 

Actual  Reve: 

Collections 

(Under)  E, 


This  scheduli 
schedules  on 


DEPARTTIENT  OF  REVENUE 
SCHEDULE  OF  BUDGETED  REVENUE  &  TRANSFERS  IN  -  ESTIMATE  &  ACTUAL 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1986 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

DEBT  SERVICE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

CAPITAL  PROJECTS  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

ENTERPRISE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

NONEXPENDABLE  TRUST  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


Sale  of 
Licenses  and  Documents  &  Federal   Grants, Gifts, 

Permits       Taxes    Service  Fees   Fines    Merchandise  Transfers   Assistance   &  Donations       Total 


$  A, 198, 000  $225,563,800   $25,500    $  23,500  $     5,300  $40,014,000  $   350,000 
2,889,632   210,485,854    19,133      44,078        5,480   40.841,351     214,581 


$(1.308,368)  $(15.077.946)   $(6.367)   $  20,578  $_ 


180  $   827.351   $  (135.419) 


5,015,900  $192,758,400 
2,414,078   182,302,326 


$(2.601.822)  $(10.456.074) 


$  91,767,000 
78,656,130 


$(13.110.870) 


$  2,799,000 
2.534,186 

$   (264.814) 


$  10,601,500 
9,567,615 

$  (1.033.885) 


$  19,677,000 
16,508,734 

$  (3.168.266) 


fl2,000,500  $1,575,950 
12,692,889   1,359,508 


100,284 
103,712 


$270,180,100 
254,500,109 

$(15.679.991) 


$211,451,034 
198,872,513 


$   692.389  $  (216.442)   $   3.428    $(12.578.521) 


$  91,767,000 
78,656,130 


$45,536,801 
37,892,151 

$(7.644.650) 


$  4,969,000 
5,373,853 

$   404,853 


300,001 
455,669 


$(13.110.870) 


$  2,799,000 
2,534,186 

$   (264.814) 


$  56,138,301 
47,459,766 

$  (8.678.535) 


$  24,946,001 
22,338,256 


$  155.668    $  (2.607.745) 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes  to  the  financial 
schedules  on  pages  30  through  35. 


Licenses 
&  Perinits 


Gifts  Fiduciary 
I         and 


Trusts    Miscellaneous 


Total 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$1,806,500  S 
1,703,755 

1 

$  (102,745)  $ 


$250,580,500 
262,532,798 

$  11,952,298 


SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


13,300 
2A,050 


10,750 


700 
53A 


.834 


$  49,313 
49,313 

$  -0- 


$211,000 
186,362 

$(24,638) 


$203,598,225 
208,120,394 

$   4,522,169 


DEBT  SERVICE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


CAPITAL  PROJECTS  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


ENTERPRISE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


NONEXPENDABLE  TRUST  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


This  schedule  is  prepared  from  the  Stl 
to  the  financial  schedules  on  pages  3i 


$167,905 
354,656 

$186,751 


$  49,317,000 
38,598,785 

$(10,718,215) 


$   2,827,000 
2,684.364 

$    (142,636) 


$  58,506,001 
48,125.811 

$(10,380,190) 


$  36.813,905 
54,119,849 

$  17,305,944 


DEPARTMENT  OF  REVENUE 

SCHEDULE  OF  BUDGETED  REVENUE  AITO  TRANSFERS  IN  -  ESTIMATE  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1985 


Licenses 
i  Permits 


Taxes 


Service 
Fees 


Fines 


Investment 
Earnings 


Re  imb  u  r  sement 


Sale  of 
Documents  & 
Merchandise 


Transfers 


Grants,  Gifts  Fiduciary 
Federal         and         a^d 
Assistance     Donations     Trusts 


Miscellaneous 


Total 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$1,806,500   $212,759,900 
1,703,755    226.025,314 

$  (102,745)   $  13,265,414 


p  7,000   $12,000   $24,194,000 
11,134    24,551    24,299,902 


4,134   $12,551 


105,902 


5,500 
7,294 


$11,795,600 
10,460,848 


1,794    $(1,334,752) 


$250,580,500 
262,532,798 

$  11,952,298 


SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$   13,300   $192,551,800 
24,050    197,702,896 

$    10,750   $   5,151,096 


$  5,309,006     $960,000 
5,490,711      883,589 


181,705 


$(76,411) 


4,398,400   $  90,706 
3,722,742     22,197 


$14,700 
38,534 


$   (675,658)   $(68,509) 


$  49,313 
49,313 


$23,834   $ 


$211,000 
186,362 

$(24,638) 


$203,598,225 
208,120,394 

$  4,522,169 


DEBT  SERVICE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$  49,317,000 
38,598,785 

$(10,718,215) 


$  49,317,000 
38,598,785 

$(10,718,215) 


CAPITAL  PROJECTS  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$   2,827,000 
2,684,364 

$    (142,636) 


$   2,827,000 
2,684,364 

$   (142,636) 


ENTERPRISE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$  11,480,000 
9,715,002 

$  (1,764,998) 


$47,026,001 
38,410,809 

$(8,615,192) 


$  58.506,001 
48,125,811 

$(10,380,190) 


NONEXPENDABLE  TRUST  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$  32,376,000 
49,621,001 

$  17,245,001 


$  4,270.000 
4.144.192 

$   (125.808) 


$167,905 
354.656 

$186,751 


$  36.813,905 
54,119,849 

$  17,305,944 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes 
to  the  financial  schedules  on  pages  30  through  35. 
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PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Employee  Benefi 
Total 

OPERATING  EXPENSI 
Contracted  Ser^ 
Supplies  &  Mate 
Connnunications 
Travel 
Rent 

Utilities 
Repair  &  Mainti 
Other  Expenses 
Goods  Purchasei 
Total 

EQUIPMENT  AND  W 
Equipment 
Livestock 
Intangible  Ass 
Total 

LOCAL  ASSISTANCE 
From  State  Sou 
From  Federal  S 
Total 

BENEFITS  AND  CLA 
From  State  Sou 
Total 

TRANSFERS 

Accounting  Ent 
Total 

TOTAL  PROGRAM  E> 

GENERAL  FUND 
Budget 
Actual 
Unspent  Budget 

SPECIAL  REVENUE 
Budget 
Actual 
Unspent  Budgel 

ENTERPRISE  FUND 
Budget 
Actual 
Unspent  Budge 

This  schedule  i; 


DEPARTMENT  OF  REVENUE 


SCHED 

ULE  OF  BUDGETED 

PROGRAM 

EXPENDITURES 

AND  ■ 

TRANSFERS 

OUT  ; 

BY  OBJECT 

AND  FUND 

Corporation 

Property 

Miscellaneous 

Motor  Fuel 

Director's 

E 
Cei 

OR  THE  FISCAL 

YEAR  ENDED  JUNE  30.  1986 

ntralized 

Research  & 

Office 

Services 

Information 

Lesal 

1 

Liquor 

Income  Tax 

Tax 

Valuation 

Tax 

Tax 

Total 

PERSONAL  SERVICES 

Salaries 

$416, 5W. 

$ 

548,500 

$ 

854,414 

$1 

,370,491 

t   2 

,410,651 

$1 

,418,685 

$ 

740,596 

$  7,412,517 

$322,357 

$448,160 

$15,942,915 

Hourly  Wages 

62,199 

140,960 

278,708 

24,949 

549,474 

11,529 

1,057.919 

Employee  Benefits 

80,227 

122.992 

210,387 

_ 

283,326 



633.338 

308.767 

_ 

149.540 

1,721.656 

57.995 

103.783 

3.682.012 

Total 

496.771 

- 

733.591 

i. 

.205.751 

1 

,653,817 

^ 

.322.697 

1 

.752.401 

- 

890.135 

9,683.547 

390.353 

563,572 

20.692.846 

OPERATING  EXPENSES 

Contracted  Services 

134,677 

51,373 

229,027 

89,589 

1 

,164,313 

430,248 

174,906 

375,133 

35,959 

17,423 

2,703,658 

Supplies  &  Materials 

22,055 

23,942 

13,869 

61,301 

52,224 

50,934 

19,041 

270,178 

7,274 

7,757 

528,575 

Communications 

16,649 

22,373 

16,933 

132,461 

115,590 

184,407 

30,587 

339,326 

27,647 

34,886 

920,859 

Travel 

12,156 

497 

1,347 

35,763 

29,804 

20,213 

129,723 

219,819 

7,731 

21,674 

478,727 

Rent 

14,794 

20,351 

25,289 

74,167 

752,677 

61,432 

20,408 

84,046 

11,296 

10,795 

1,075,255 

Utilities 

142,556 

1,942 

528 

145,026 

Repair  &  Maintenance 

2,736 

4,894 

38,096 

28,963 

54,919 

13,543 

3,323 

330,755 

4,530 

3,807 

485,666 

Other  Expenses 

4,446 

872 

2,252 

14,431 

17,354 

8,829 

1,934 

40,868 

3,117 

1,694 

95,797 

Goods  Purchased  For  F 

iesale 

24 

21 

.798.277 
.127.714 

24.798.277 

Total 

207.513 

— 

124.302 

326.813 

- 

436,675 

771.648 

- 

379.922 

1,661,653 

97,564 

98,036 

31.231,840 

EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment 

570 

6,783 

37,427 

83,406 

34,097 

98,024 

9,994 

242,845 

9,626 

19,450 

542,222 

Livestock 

100 

100 

Intangible  Assets 

1,288 
38,715 

: 

2,621 
86,027 



300 
19,750 

4,209 

Total 

570 

— 

6.783 

— 

34.197 

98.024 

9.994 

242,845 

9,626 

546,531 

LOCAL  ASSISTANCE 

From  State  Sources 

2 

,516,012 

1 

,714,501 

5 

,639,762 

9,870,275 

From  Federal  Sources 

i 

120,693 
,835.194 

120,693 

Total 

2, 

.516.012 

5. 

.639.762 

9.990.958 

BENEFITS  AND  CLAIMS 
From  State  Sources 
Total 


3.274 
3.274 


3.274 


3.274 


TRANSFERS 

Accounting  Entity  Transfers 
Total 


1.750.680 
1.7  50.680 


14.071.393 
14.071,393 


TOTAL  PROGRAM  EXPEMDITURES    $708,128   $5,131,468   $1,571,289   $4,011.713   $44.556,001   $2,622.073   $6,919,814   $11,588,145 


GENERAL  FUND 
Budget 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budget 
Actual 
Unspent  Budget  Authority 

ENTERPRISE  FUND 
Budget 
Actiial 
Unspent  Budget  Authority 


$559,415    $   863,567    $1,164,578   $   510,937 

521,448      858.176    1.151.102      595.150 

$  37.967   $    5.391   $    13.476   $   15.787 


$  71,911 

71.911 

$ ^0 


$115,495   $6,267,636 

114.769    4.273.292 

$ 725    $1,994,344 


$6,670,177 

3.119.943 

$3.550.234 


$   420,187    $   296,620   $52,773,663 

420.187      296.520    44.556.001 

$ 0   $ 0   $  8.217.662 


$2,615,049   $1,119,042   $11,571,472 

2.613.219    1.110.273    11.553.145 

$  1,830        $  8,769        $  8,327 


$   10,185   $7,949,998   $ 

8,854  5,809,541 

$  1,332        $2.140.457        $ 


25.000 
25.000 


15.822.073 
15.822.073 

$497.543    $681.358   $78.287.532 


$430,659 

429.010 

$   1.649 


$  69,455 

68.533 

$    922 


$18,934,719 

18.841.523 

$    93,195 


$702,501   $21,810,448 

681.358    14.101.290 

$  21.143   $  7.709,158 


$53,562,381 

45.344.719 

$  8,217,652 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  30  through  35 
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PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Employee  Benefits 
Total 

OPERATING  EXPENSES 
Contracted  Services 
Supplies  and  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  and  Maintenance 
Other  Expenses 
Goods  Purchased  For  Resale 
Total 

EQUIPMENT 
Total  Equipment 

LOCAL  ASSISTAi;CE 
From  State  Sources 
From  Federal  Sources 
Total 

BENEFITS  AKD  CLAIMS 
From  State  Sources 
Total 

TRANSFERS 
Accounting  Entity  Transfers 
Total 

TOTAL  PROGRAM  EXPENDITURES 


Direc 
Off 


otor  Fuel 
Tax 


21  $A18,113 
9,665 
92,A89 


3 
24 


520,267 


23,707 

8,250 

35,AA1 

25,33A 

9,860 

A,8A1 
2,332 


ASA 


Total 


fl5,A09,351 

1.165,519 

3,528,367 

20,103,237 


2,270,171 
572.286 
755,763 
A97,557 
1.033,086 
1A9.3A0 
385. 86A 
122. A22 
27,A90,282 


i-ij  109,765     33,276,771 


28A,059 


9,522,957 

93,771 

9.616.728 


808 


808 


lA, 183, 590 
lA, 183,590 


137l$63o,5i6    $77,A65,193 


GENERAL  FUND 
Budget 
Actual 
Unspent  Budget  Authority 


$32} 
301 


$20,129,293 

19,A18,178 

$    711,115 


SPECIAL  REVENUE  FUND 
Budget 
Actual 
Unspent  Budget  Authority 


$  6i$707,993 
61  630,516 

S  i    77,A77 


$10,550,120 

9,839,A61 

$    710,659 


ENTERPRISE  FUND 
Budget 
Actual 
Unspent  Budget  Authority 


This  schedule  is  prepared  from  the  St; 
schedules  on  pages  30  through  35. 


$58,78A,831 

A8,207,55A 

$10,577,277 


DEPARTMENT  OF  REVENUE 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPEKDITl'RES  AND  TRANSFERS  OUT 

BY  OBJECT  AND  FUaD 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1985 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Employee  Benefits 
Total 

OPERATING  EXPENSES 
Contracted  Services 
Supplies  and  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  and  Maintenance 
Other  Expenses 
Goods  Purchased  For  Resale 
Total 

EQUIPMENT 
Total  Equipment 

LOCAL  ASSISTANCE 
From  State  Sources 
From  Federal  Sources 
Total 

BENEFITS  AKD  CLAIMS 
From  State  Sources 
Total 

TRANSFERS 
Accounting  Entity  Transfers 
Total 

TOTAL  PROGRAM  EXPENDITURES 


118,918 


2,360 


808 


808 


$370,453 


,782 


9,758 


2,591,269 


2,591,269 


$3,470,657 


179,348 


43,162 


$1,380,505 


357,158 


22,551 


93,771 


93,771 


29,878,913 


13,429 


14,183,590 
14,183.590 

$2,079,272   $47,648,250 


640,502 


16,751 


202,173 


295,418 


1.530,971 


7,659 


167,905 


6,931. 


6,931,688 


$8,095,154   $11,130,733 


72,996 


$457,480 


109,765 


484 


$630,516 


Director's 

Centralized 

Research  i 

Income 

Corporation 

Property 

Miscellaneous 

Motor  Fuel 

Office 

Services 
$   592,769 

Information 
$   822,097 

Legal 
$1,334,044 

Liquor 
$  2,625,141 

Tax 
$1,209,633 

Tax 

Valuation 
$  7.157,456 

Tax 
$318,459 

Tax 

Total 

$210,671 

$   720,968 

$418,113 

$15,409,351 

56,854 

125.107 

292,077 

64.850 

616,966 

9,665 

1,165,519 
3.528,367 

37,696 

127,225 

210,791 

271,748 

655,100 

270,437 

139,421 

1,657,435 

66,025 

92,489 

248,367 

776,848 

1,157,995 

1,605,792 

3,572,318 

1,544,920 

860,389 

9.431,857 

384,484 

520.267 

20,103.237 

98,440 

18.141 

79,416 

49,102 

1,159.075 

333,553 

116,725 

376,358 

15.654 

23,707 

2,270,171 

7,124 

23,012 

11,983 

68,821 

101,937 

37,285 

11,547 

294.668 

7.659 

8.250 

572,286 

8,779 

20,477 

15,896 

104,766 

111,249 

163.147 

25,455 

246.684 

23.S69 

35.441 

755,763 

4,490 

4,020 

3,175 

33.026 

34,501 

21,602 

113,291 

250,860 

7.258 

25,334 

497,557 

(3,687) 

21,189 

23,991 

72.737 

755,166 
145.901 

64,308 
2,326 

21,175 

58,120 
1.113 

10,227 

9,860 

1,033,086 
149,340 

1,058 

4,222 

37,129 

17,420 

56,373 

8,502 

2.525 

249,259 

4,535 

4,841 

385,864 

2,714 

1,721 

7,758 

11,286 

24,429 

27,490,282 

9,779 

4,700 

53.909 

3,794 

2,332 

122,422 
27,490.282 

33,276,771 


284,059 


9,522.957 
93.771 


9 

,616 

.728 

808 

808 

14 

,183 

,590 

14, 

,183, 

,590 

$77, 

,465, 

,193 

GENERAL  FUND 
Budget 
Actual 
Unspent  Budget  Authority 


SPECIAL  REVENUE  FUND 
Budget 
Actual 
Unspent  Budget  Authority 


ENTERPRISE  FUND 
Budget 
Actual 
Unspent  Budget  Authority 


$323,281 

305,368 

$  17,913 

$   876,112 
873,389 

$    2,723 

$1 
1 

1_ 

.041.855 

.036.741 

5,114 

$ 

791,959 

767,870 
24,089 

$58, 

47, 

$10, 

,225, 
,648 

,577, 

.519 
,250 
,269 

$2 
il 

,202,804 

,197,075 

5,729 

$3,134,477 

2,724,080 

$   410,397 

$11 
11 
$ 

,359,576 

,121.733 
237.843 

$399,229 

391,922 

$   7.307 

$707,993 
630,516 

$  77,477 

$20,129,293 
19.418,178 

$   711.115 

$  61,605 
61.151 

$    454 

$3,016,000 

2,597,268 

$   418,732 

$ 

25,000 

24.850 

150 

$1 
1 

.199.622 

,074,946 

124,676 

$ 

5,098 
5.098 
-0- 

$5,457,895 

5.371.074 

$   86,821 

$ 
$ 

9,000 
9.000 
-0- 

$  67.907 

65,558 

$   2,349 

$10,550,120 

9.839.461 

$   710,659 

$   3.934 
3,934 
$   -0- 

$ 

n 

318.914 
318,914 

-0- 

$ 

H 

236,464 

236.456 

8 

$58,784,831 
48,207.554 

$10,577,277 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes  to  the  financial 
schedules  on  pages  30  through  35. 
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MONTANA   DEPARTMENT   OF    REVENUE 

NOTES   TO    FINANCIAL  SCHEDULES 

FOR   THE   TWO   FISCAL   YEARS   ENDED   JUNE   30,    1986 


1.        SUMMARY   OF  SIGNIFICANT  ACCOUNTING    POLICIES 

A.       Basis  of  Presentation 

The  financial  schedules  were  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS)  without  adjustments. 
Accounts  are  organized  on  the  basis  of  funds  according  to  state 
law.     The  following   fund  categories  are  used  by  the  department: 

Governmental    Fund   Category 

— General  -  accounts  for  all  financial  resources  except 
those   required  to  be  accounted   for  in  another  fund. 

— Special  Revenue  -  accounts  for  the  specific  revenue 
sources  that  are  legally  restricted  to  expenditures  for 
specified   purposes. 

— Debt  Service  -  accounts  for  the  accumulation  of  re- 
sources for,  and  the  payment  of,  general  long-term  debt 
principal  and   interest. 

— Capital  Projects  -  accounts  for  the  financial  resources  to 
be  used  for  acquisition  or  construction  of  major  capital 
facilities. 

Proprietary   Fund   Category 

— Enterprise  -  accounts  for  operations  that  are  financed 
and  operated  in  a  manner  similar  to  private  business 
enterprises.  Activities  in  this  fund  include  the  opera- 
tion of  the  liquor  distribution   system  in  the  state. 

Fiduciary   Fund   Category 

— Trust  and  Agency  -  accounts  for  assets  held  by  a 
governmental  unit  in  a  trustee  capacity  or  as  an  agent 
for  individuals,  private  organizations,  other  govern- 
mental units  and/or  other  funds.  These  include  Expend- 
able Trust  Funds  and  Nonexpendable  Trust  Funds. 
Activities  in  this  fund  include  the  Permanent  Coal  and 
Resource   Indemnity  Trust  funds. 
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B.       Basis  of  Accounting 

The  Department  of  Revenue  uses  tlie  modified  accrual  basis  of 
accounting,  whicin  is  described  in  the  Montana  Operations  Manual, 
for  governmental   funds  and  expendable  trust  funds. 

Under  the  modified  accrual  basis  of  accounting,  a  valid  obli- 
gation exists  when  the  related  liability  is  incurred  except  for  the 
follovi/ing  items  v/hich  are  also  considered  valid  obligations  under 
state  accounting   policy. 

-  If  the  appropriation  provided  funds  to  complete  a  given 
project,  the  entire  amount  of  a  contract  may  be  accrued  even 
though  the  services  are  rendered  in  fiscal  years  subsequent 
to  the  fiscal  year  in  which   the  expenditure  is  accrued. 

-  The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal 
year   in   which   budgeted. 

-  Goods  ordered,  but  not  received  as  of  the  fiscal  year-end, 
may  be  accrued  if  the  purchase  order  was  issued  in  the  fiscal 
year   in  which  the  anticipated  expenditure  is  to  be  accrued. 

Revenues  are  recorded  when  received  in  cash  unless  suscepti- 
ble to  accrual.      Revenues  are  susceptible  to  accrual   if: 

1.  They    are    measurable    and    available    to    finance    expendi- 
tures of  the  fiscal   period;   or 

2.  Are    material     in     amount    and    are     not     received    at    the 
normal   time  of  receipt. 

The  Department  of  Revenue  uses  the  accrual  basis  of  account- 
ing for  Proprietary  and  Nonexpendable  Trust  Funds.  Under  the 
accrual  basis  of  accounting,  revenues  are  recognized  in  the  ac- 
counting period  in  which  they  are  earned  and  become  measurable; 
expenses  are  recognized   in  the  period  incurred   (if  measurable). 

C.       Change   In  Accounting    Policies 

The  49th  Montana  Legislature  passed  Chapter  267,  Laws  of 
1985,  which  amended  sections  17-1-102  and  17-2-110,  MCA,  to 
require  state  financial  records  be  prepared  in  accordance  with 
generally  accepted  accounting    principles    (GAAP),    effective  July  1, 
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1985.      The  following   state   policy  changes   were  made   to   agree   state 
policy  with   GAAP. 

1.  Compensated  Absences:  Prior  state  accounting  policy 
required  compensated  absences  be  recorded  as  an  expen- 
diture in  the  year  in  which  the  employee  receives  pay 
for  compensated  absences.  GAAP  and  current  state 
policy  requires  accrual  of  the  expenditure  in  the  year 
the  compensated  absence   is  earned. 

2.  Investment  Income:  Prior  state  accounting  policy  re- 
quired investment  income  earned  by  agencies  through 
investments  with  the  Board  of  Investments  not  be  ac- 
crued by  each  agency  at  year-end.  GAAP  and  current 
state  policy   requires  this   income  to  be  accrued. 

3.  Gains  or  Losses:  Prior  state  accounting  policy  required 
amortization  of  the  gain  or  loss  realized  when  bonds  are 
swapped.  GAAP  and  current  state  policy  treat  bond 
swaps  as  a  sale  of  one  bond  and  the  purchase  of  another 
and  requires,  except  for  Pension  Funds,  any  gain  or 
loss   be   recognized   in   the   period   the  transactions  occurs. 

4.  Inventories:  Prior  state  accounting  policy  required  the 
net  increase  or  decrease  in  inventory  balances  between 
fiscal  years  be  reported  as  budgeted  expenditures. 
Current  state  policy  requires  the  net  change  be  reported 
as  nonbudgeted  expenditures. 

The    department    changed    its    accounting  policy    for    recording 

coal    severance    and    resource    indemnity    trust  tax    moneys    and    the 

related    investment   earnings   on    these    moneys  between    fiscal    years 
1984-85  and   1985-86,   as  follows: 

1.  During  fiscal  year  1985-86,  the  department  recorded 
12.5  percent  of  the  coal  tax  moneys  collected,  which  are 
allocated  to  the  In-State  Bond  Fund,  as  budgeted  reve- 
nue in  the  Debt  Service  Fund.  During  fiscal  year 
1984-85,  the  department  recorded  this  as  nonbudgeted 
revenue. 

2.  During  fiscal  year  1985-86,  the  department  recorded 
37.5  percent  of  the  cool  tax  moneys  collected,  which  are 
allocated  to  the  Permanent  Coal  Tax  Trust  Fund,  as 
budgeted  revenue  in  the  Debt  Service  Fund  and  a  trans- 
fer out  of  the  Debt  Service  Fund  to  the  Nonexpendable 
Trust  Fund.  During  fiscal  year  1984-85,  the  department 
recorded  this  money  as  budgeted  revenue  in  the  Nonex- 
pendable Trust   Fund. 
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During  fiscal  year  1985-86,  the  department  recorded 
investment  earnings  as  revenue  in  the  Expendable  Trust 
Fund.  When  the  department  distributed  these  earnings, 
it  recorded  a  transfer  out  of  the  Expendable  Trust  Fund 
and  a  transfer  in  to  the  various  funds  receiving  the 
money.  During  fiscal  year  1984-85,  the  department 
recorded  investment  earnings  as  revenue  in  the  various 
funds   receiving   the  money. 


INVENTORIES 


The  Liquor  Division  maintains  liquor  inventories  in  the  state 
liquor  warehouse  and  liquor  stores.  At  June  30,  1986,  the  depart- 
ment's liquor   inventory  value  was  $6,414,813. 

3.  ANNUAL  AND   SICK    LEAVE 

Employees  at  the  department  accumulate  both  annual  and  sick 
leave.  Employees  are  paid  for  100  percent  of  unused  annual  and 
25  percent  of  unused  sick  leave  credits  upon  termination.  At 
June  30,  1986,  the  department  had  an  approximate  liability  of 
$1,135,980   for  annual   leave  and   $500,659  for  sick   leave. 

4.  PENSION    PLAN 

Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).  The  department's  contributions  to  this 
plan  were  $1,028,371  in  fiscal  year  1984-85  and  $1,057,723  in  fiscal 
year   1985-86. 

5.  GENERAL   FUND    BALANCE 

The  General  Fund  is  a  Statewide  Fund.  Agencies  do  not  have 
a  separate  General  Fund  since  their  only  authority  is  to  pay 
obligations  from  the  Statewide  General  Fund  as  long  as  they  stay 
within  their  appropriation  limits.  Thus,  on  an  agency  schedule, 
the  fund  balance  will  always  be  zero  for  the  General   Fund. 
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6.  CASH   TRANSFERS 

Since  many  of  the  accounting  entities  that  the  department 
makes  entries  in  are  not  administered  by  the  department,  they  are 
accounted  for  on  a  combining  basis  with  any  balance  "transferred" 
to  the  combined  entity  at  fiscal  year-end.  Thus  the  "transfer" 
account  generally  represents  transfers  to  the  combined  entity 
within  the  Statewide  Budgeting  and  Accounting  System. 

7.  ORGANIZATION    CHANCE 

During  fiscal  year  1985-86,  the  department  reorganized  and 
placed  the  Office  of  Legal  Affairs  within  the  Director's  Office. 
This  office  had  previously  been  placed  within  the  Investigation  and 
Enforcement  Division. 

8.  LITIGATION 

Potential 
Case  issue  Liability 

1.  American   Telephone     Appeal  of  assessment  of      $1.5  million 
&  Telegraph   Co.  corporation   license  tax         refund 

V.    STAB,   et.   al.  deficiency. 

2.  Buelow  V.    VVillems        District  Court  action   to       Unknown   punitive 

recover  punitive  damages   damages 
for  poker  machines. 

3.  Cantwell  v.    DOR  Whether  the  DOR   is   re-      $250,000  liability 

sponsible  for  political 
belief  discrimination 
allegedly  perpetrated 
by  a  county  assessor. 

4.  Heffelfinger  v.  Complaint  alleging  Unknown   punitive 
State                                  wrongful  termination.            damages 

5.  NCR  Corp.   v.    DOR     Corporation   license  $100,000  refund 

taxes  paid  under  pro- 
test. 

6.  Pacific   Power   £  Constitutionality  of  $2   million    refund 
Light  Co.    v.    DOR        beneficial   use  taxes 

against   500   kv.    trans- 
mission  lines  systems. 
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Potential 
Case  Issue  Liability 

7.  Peter   Kiewit   &  Whether  taxpayer   is  a  $1    million   refund 
Sons  V.    DOR                   unitary  business. 

8.  Rocky  Mountain  Equalization  of  net  and        Unknown,   but  poten- 
Oil   Finders  v.                gross  proceeds  with  com-  tially  millions  of 
DOR                                     mercial  and   residential  dollars 

properties   in   two  differ- 
ent tax  classes. 

9.  Thomas  v.    DOR  Negligence  suit  against        Unknown   punitive 

DOR   because   Petitioner        damages 
tripped  on  cleaning 
equipment   left  on   floor. 

10.  Tuss  V.    DOR  Tort  claim   to   recover  $100,000   liability 

damages   for  alleged 
misrepresentation   made 
during  application   for 
new  alcoholic  beverages 
license. 

11.  Young  v.    Willems        Action   to  recover  puni-       Unknown   punitive 

tive  damages  for  poker        damages 
machines. 


The  department  is  also  involved  in  property  tax  disputes  and 
litigation  regarding  other  taxes  that  could  result  in  either  addi- 
tional  revenues  to  or  refunds   from  county  governments. 
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AGENCY    RESPONSE 


DEPARTMENT  OF  REVENUE 


TED  SCHWINDEN,  <30VERN0R 


STATE  OF  MONTANA' 


December  31,  1986 


MITCHELL  BUILDIN3 


HELENA,  MONTANA  59620 


Scott  A.  Seacat,  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  MT  59620 


Rpr^'VED 


MONTANA  LEGISLATIVE  AUniTOR: 


Dear    Scott: 


Attached  is   the  Department   of  Revenue  response  to  the  Financial 
Compliance  Audit  for  the  Two  Fiscal  Years  ended  June  30,  1986. 


We  appreciate  the  cooperation  and  courtesy  afforded  us  by  your 
staff  during  the  audit.  If  you  have  any  questions  regarding  our 
response  please  contact  me. 


Sincerely, 


aFaver 
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AN  EQUAL  OPPORTUNITY  CMPLOyER 


RECXM^'ENDATION  #1 

\'7E  PECOViMEND  TFF  DEPARTOiENT  DISTRIBUTE  ALL.  HslVESTMENT  TOCOT  EARNED  OM 
RESOURCE  INDEMNITY  AbD  COAL  SEVERANCE  TAX  MONEYS  IN  ?CC0RDAIC:E  WITH 
STATE  LAW. 


PECCM^IENDATION  #1  RESPONSE 

V7e  concur.  It  v/as  thought  that  we  did  record  investment  income  in 
accordance  v/ith  state  la\7.  In  several  telephone  conversatj.ons  with 
personnel  in  the  Accounting  Division  of  the  Department  of  Admj.nistra- 
tion  d\iring  tJ^e  fiscal  year  end  per?od  the  detejrmination  was  made  that 
recording  the  investment  ecumjngs  accruals  in  the  Expendable  Trust 
Eund  was  sufficient  to  satisfy  state  polio'  (Management  Memo  2-86-2) . 
The  current  practice  of  depositing  investirent  earnings  in  an  expend- 
able trust  is  rev:  under  study  by  the  Department  of  Administration  and 
may  be  chajiged.  Vte  will  record  the  amounts  in  the  General,  Special 
Revenue  and  Nonexpendable  Trust  Funds  at  next  fiscal-  year  end  as  well 
as  make  the  necessary  corrections  to  the  asset  amounts  in  those  funds 
for  the  Jione  30,  1986  entries  that  should  have  been  made. 


RECOMMENDATION  #2 

VJE  RFCCf'iMEND  THE  DEPARTMENT  OBTAIN  BUDGET  AMENDMENTS  TO  ENSURE  APPRO- 
PRIATIONS ARE  EPE^^T  IN  ACCORDANCE  WITH  STATE  JJW. 

RECa^!MEM)ATION  #2  RESPONSE 

Vie   concur.  Budget  amendments  have  been  processed  to  correct  ovur  inad- 
vertant  oversight. 
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RECOMMFNDATION  #3 

VTl   RECCMTKT  THE  DEPAPTWFNTr 

h.      FEVIE\'\;  LJ^J-^S  ;^ND  ADJUST  MBCESSARY  TAX  DISTRIBUTION  CHAIJGES  IN  A 

TIMELY   MANNEP;  PM) 
P.   COFFBCT  THE  FISCAL  YFAE  1985-86  GASOLINE  LICENSE  TAX  DJSTRIEUTIO^- 

RECCWENDATION  #3  RESPONSE 

We  concur.  V7e  atteirpt  to  review  las-zs  end  adjust  necessary  tax  dis- 
tributions in  a  timely  marjier.  In  the  future  the  priority  for  review 
of  revenue  distributions  wi].l  be  increased  and  distributions  will  be 
fully  reviewed  after  each  Legislative  Session.  Tlie  FY  86  distribution 
was  corrected  in  September  1986. 


RECOMMENDATION  #4 

WE  FECCJ>!MEb?D  TFE  DEPAPIFFNT  ESTABLISH  PROCEDURES  TO  MO^^TOR  AND  ENSURE 
COMPLIANCE  WITH  STATE  LAW  REGARDING  TIMETY  DEPOSITS  OF  IIQUOR 
RECEIPTS. 

RECOMMENDATION  #4  RESPONSE 

We  concur.  In  ever^'  instance  Vvhere  it  appears  that  agents  or  state 
stores  are  not  carp  lying  with  state  law  in  cash  reporting  the  sales 
reports  and  deposit  slip  dates  are  anal^'zed  to  determine  the  elapsed 
time  between  sales  and  deposits  by  store  audit  stxiff .  This  informa- 
tion is  provided  to  the  liquor  Division  which  initiates  corrective 
action. 


FECOMME^JDATIaSl  #5 

WE  PECCMMEND  THE  DEPARTT^ENT  PEQLTST  THE  LEGISIATIVE  CHANGE  TO  PECOFD 
THE  LTQUOP  LICENSING  EXPENDITURES  AND  REVENUE  IN  THE  SAME  FlTvID. 
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RECOMMENDATION  #5  RESPONSE 

We  conditionally  concur.  This  reconmendation  addresses  a  conceptua] 
accounting  problem  caused  by  the  inability  of  the  Department  to  meet 
the  GAAP  requirement  of  matching  like  revenues  <xnd  expenditures.  We 
agree  that  legiplation  is  necessary  to  make  the  law  consistent  with 
GAAP  but  due  to  a  prioritizing  process  for  introducing  Department- 
requested  legislation  we  cannot  gviarantee  that  this  legislation  will 
be  introduced.  If  legi.slation  is  introduced  we  would  si:pport  its 
passage. 


RECCM^iENDATIOSt  #6 

VJE  RBCCMMEND  TIIAT  THE  DEPARTMENT  CCMPIY  VTTH  STATE  LAW  REQUIRING  COL- 
LECTION OF  CORPOPATIC»>IS  T  IFTS  FRCM  THE  DEPARTMENT  OF  LABOR  AND  INDUS- 
TRY OR  WORK  WITH  THE  DEPARTMENT  OF  LABOR  AND  INDUSTRY  TO  SEEK 
IFCISIJVriCN  ELIMINATING  TIIE  JJ^. 

RECgyiMENDATTON  #6  RESPONSE 

We  concur.  Sections  15-31-601  thjru  15-31-607,  Montana  Code  Annotated 
were  enacted  in  1973  as  the  result  of  legislation  introduced  at  the 
request  of  the  Attorney  General.  It  was  never  clearly  understood  by 
any  of  the  affected  agencies  as  to  what  the  legislation  was  meant  to 
acconplish. 

We  were  advised  by  the  Department  of  Labor  and  Industry'  tiiat  they  had 
no  way  of  establishing  a  cotplete  or  proper  list  of  businesses  in  the 
State  of  Mont^m^..  It  appears  that  such  a  list  would  result  in  a  tre- 
mendous duplication  of  effort  showing  no  real  purpose. 

Insofar  as  requiring  the  Secretary'  of  State  to  furnish  the  Department 
of  Revenue  with  listings  of  corporations  is  concerned,  we  have 
received  this  information  for  at  least  thirty  years. 

We  agree  that  legislation  should  be  introduced  to  repeal  Title  15, 
Chapter  31,  Part  6,  Montana  Code  Annotated,  except  for  15-31-603. 
This  legislation  will  be  included  in  the  Tax  Reform  Legislation 
introduced  to  the  1987  Legislature. 
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RECGyjMEMDATION  #7 

WE  KEC»^MEND  THF  DEPARIMEtTT: 

/^.   FSTAPT.ISH  PROCEDUPES  TO  IDENTIFY  AND  APPFOVF  ENERfTZ-CXDNSERVT^JG 

INVESTMEfn  DEDUCTICMS  CTAIWED  EY  CORPORATE.  TAXPAYERS. 
E,   SEEK  LEGIST  ATION,  IF  ^M:ESSARY,   TO  CFmGF.     STATE  I  AW  REQUIRING 

APPROVAL  OF  THE  ENERGY-CCWSERVING  IK^'ESTMENT  DEDUCTION. 

REOCMViENDATION  #7  RESPONSE 

We  conditionally  concur.  In  the  eleven  years  this  law  has  been  in 
existence,  this  agency  has  no  record  and  no  recall  of  a  single 
instance  where  either  the  Legislature  or  the  taxpayer  has  requested 
specific  information  on  the  utilization  of  this  section  of  the  law. 
We  suspect  tJhe  reason  for  this  apparent  lack  of  interest  has  to  do 
with  the  fact  the  law  is  duplicative  of  Section  15-31-114,  FCA. 
Expenditures  for  energy  conserving  investments  are  inplicitly  deduct- 
ible under  Section  114  which  allows  a  deduction  for  "all  the  ordinary 
and  necessarv'  expenses  paid  or  incurred  during  the  taxable  year  in  the 
maintenance  and  operation  of  its  business  and  prcpert.ies "  There- 
fore the  explicit  language  of  15-32-103,  rCA  is  sirtply  not  used. 

Another  probable  explanation  for  the  liinited  interest  in  this  pro\d- 
sion  has  to  do  with  the  practical  considerations  of  record  keeping. 
Given  the  changes  at  the  federal  level  to  liberalize  depreciation  of 
such  investments,  it  is  very  likely  taxpayers  do  not  find  it  worth- 
while to  treat  the  expenditures  one  way  for  federal  purposes  and 
another  for  state  purposes.  Vtere  they  to  do  so,  they  are  faced  with 
the  added  expense  and  trouble  of  maintaining  an  additional  set  of 
books  solely  for  state  incone  tax  purposes. 

With  regard  to  the  Department's  ability  to  identify'  these  specific 
deductions,  we  agree  that  we  are  not  able  to  do  so  under  the  present 
filing  S5,'stem.  Given  the  discussion  above,  we  are  concerned  that 
taxpayer's  would  find  a  requirement  to  report  such  expenditures  on  a 
separate  form,  or  even  on  a  separate  line  on  the  retuxn,  as  burden- 
seme.  This  is  especially  so  when  there  appears  to  be  such  minimal 
interest  in  the  utilization  of  the  deduction. 
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Vc  agree  with  recxmnmendation  E,  that  Legislation  to  drop  the  require- 
irent  for  Department  approval  of  the  deduction  would  be  appropriate. 
Again  given  the  redxmdancy  of  this  law,  we  v;ould  sippjort  an  amendment 
to  exclude  all  reference  to  the  Corporate  License  Tax.  This  legisla- 
tion will  be  included  as  part  of  the  1987  Tax  Reform  package. 


PECCMMENDATION  #8 

V7E  PFCO^MEND  THE  DFPAFIMENT: 

A.  REVISE  IT?  LIQUOR  STORE  AUDIT  PROCEDURFS  TO  INCREASE  DETFICTICN  AND 
IMPPOlTi  REPORTING  OF  NCNCCMTJANCE  WITH  LIQUOR  DTVTSION  POLICY; 
AND 

B.  REVISE  ITS  AUDIT  SCHEDULE  FOR  CERTAIN  AGENCY  STORES. 

RECOVIMENDATION  #8  RESPO'TSE 

We  conciu:.  Audit  efforts  can  always  be  strenghtened  and  we  will  con- 
tinue to  strengthen  ours,  f-tost  of  the  incidents  cited  by  the  legisla- 
tive Auditor  had  been  detected  and  reported  to  the  Liquor  Division. 

With  respect  to  recommendation  "B"  we  concur  that  the  audit  schedule 
for  "agency"  stores  should  be  prioritized  in  favor  of  problem  stores. 


RECOMMENDATION  #9 

WF  RECCM/END  THE  DEPARTMENT  COMPLETTE  ITS  AUTOVIATION  OF  MOTOR  FUELS  TAX 
PROCESSING 

REOayiMENDATION  #9  RESPOSISE 

We  Concur.  The  Motor  Fuels  System  will  he  fully  operational  by 
June  30,  1987. 
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RECCMyiENDATIOK  #10 

WE  RECOS'MEND  TKE  rFPARlT^EMT : 

A.  ESTABLISH  PPOCEDIIPES  TO  EMSIWE  TNHFPITANCE  TAX  RBCETWPIES  AJ^E 
PPOPEFiLY  CCXTPIJTED  AND  UPDATED;  AMD 

B.  AUTCMATE  IMIEPITANCF  TAX  PETUPN  PROCESSING. 

RECCM^ENDATION  #10  RESPONSE 

?■.  We  concur.  Procedures  will  be  irtproved  for  ccitputing  and  posting 
Inheritance  Tax  receivables  and  payments.  This  vnll  include  the 
use  of  a  Department  Accounts  Receivable  Svstem. 

P.  Ne  concur.  Inheritance  Tax  receivables  will  be  automated  using 
the  ne\<  department-v/ide  Accounts  Receivable  System  which  will  be 
operational  June  30,  1987. 


PECCM^^ENDATION  #11 

WE  RBC(>WEND  THE  DEPARTMENT  HI^IEiyiFNT  CONTROLS  TO  ET-ISUPE.  INCO^r  TM 
TRANSACTIONS  ARE  PROPERLY  REOOMI^ED  IN  TAXPAYEP  PHJ^S  ANT)  ACCOLWrS  ON 
THE  RBCEIVAEIE  SYSTEt'U 

RECOMMENDATION  #11  RESPONSE 

We  concur.  Partially  in  response  to  a  previous  Legislative  recotimen- 
dation  the  depsirtment  is  developing  a  Revenue  Control  System.  This 
system  requires  full  control  of  cash  and  receivable  payments  between 
SEAS  and  the  tax  operating  systems.  With  irtplementation  of  this  sys- 
tem and  the  department-^wide  Accounts  Receivable  System  on  June  30, 
1987  and  further  automation  of  the  Income  Tax  system  during  Fy88-89 
the  department  will  attain  a  high  degree  of  reliability  from  the  point 
of  revenue  entering  the  department  to  the  point  of  entrv'  to  the  tax- 
payer 's  account. 
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RFjCOMMENDATION  #12 

WE  RBCO'WFNr  THE  DFPAE^TMENT  UPPJiTE  ITS  RECEIVABLE  SUBSYSTEiyi  EACH  TIME 
IT  REAQTES  A  SKITrE^^ENT, 

RECCMVENDATION  #12  RESPONSE 

Vfe  concur.  Thie  account  receivable  referred  to  was  isolated  and  unusu- 
al in  that  it  was  a  structured  settlement  whereby  the  taxpayer  agrees 
to  pay  the  State  of  Kontana  $1,586,000  over  a  period  of  time  extending 
into  1993.  It  was  an  oversight  that  it  \\7as  not  recorded  as  a  receiv- 
able when  the  agreement  \>ras  reached. 

We  agree  that  the  account  receivable  system  should  be  as  accurate  and 
meaningful  as  possible.  Should  such  a  transaction  occur  in  the  future 
it  will  be  recorded  in  a  timelv  manner. 


PECX)MMENDATION  #13 

WE  RECC^/^rMD  THE  DEP APTT-TENT : 

A.   CCRPECT  CCM'llTER  PRCGRAMS  TTO^T  CAIXniLATE  REVEMHE  ACCRUAIS  A^D 

DEFERPAI.S;  AND 
P.   EXCLUDE   SIGMIFICANT   ACCOUNTS   IN   APPLYING    ITS    PEVENUE 

J^CCPITAL/DEFERPAL  FORMUI^ ;  AND 
C.   REVIEVJ  PEVENUF  ACCRUAL  AND  DEFERRAL  TRANSACTIONS  FOR  ACCURACY 

PRIOR  TO  RECORDING  THEM  CK  THE  DEPAPTMHTT'S  ACCCO^tTING  SYSTEM. 

RECCMMENDATIOSr  #13  RESPONSE 

We  concur.  Coirputer  spreadsheet  programs  have  been  corrected.  Part  R 
of  the  recommendatd.on  will  be  inplemented  with  the  irtplementation  of 
the  depaxtment-v/ide  accounts  receivable  system  scheduled  in  FY  87.  To 
conply  with  Part  C  of  the  recoitmendation  procedures  for  review  v/ill  be 
developed  and  inplemented  in  FY  87. 
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PECOMMIM)ATias^  #14 

WE  PECO'!iy?END  TIT.  DFPARIM^^  REVISE  ITS  POLICY  FOP  NOTIFYING  THF  PM'A 
PPCCESSING  DIVISION  OF  MJ,  TFPMINATICNS  i\ND  TRJ^I'^SFEPS  OF  EMPLCYEFS. 

RBCaVlMENDi^TION  #14  RESPONSE 

We  concur.  Our  payroll  personnel  in  Centralized  Services  Division  who 
are  also  a\\7are  of  all  transfers  and  tenranations  currently  now  svipply 
notification  of  all  transfers  and  tentunations  to  the  Data  Processing 
Division  for  appropriate  action. 


RECgvMEJJDATION  #15 

WE  PECCMMEM)  TKE  DEPARTMENT  CCFITY  WITH  FEDERAI.  FPQUIPEMFNTS  BY  IDEN- 
TIFYING FEDERAT.  FQUIPly!E^^T  IN  ITS  PROPERTY  RECORDS. 

RECOMMENDATION  #15  RESPONSE 

We  concur.  We  do  identify  sane  of  our  equipment  items  as  being  pur- 
chased with  Federal  funds.  Uawever,  there  are  other  items  we  have 
missed  because  of  the  procedure  of  buying  with  State  funds  and  then 
later  reimbursing  these  moneys  with  Federal  funds.  We  will  review  al] 
65quipment  purchases  with  Federal  funds  on  an  annual  basis  to  assure 
records  properly  reflect  funding. 
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